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1. 
Historical and Descrivti 

Political ethics, and practical politics, are defined by philoso- 
phers as the means of ascertaining how the many ends of justice, 
and of the greatest good for the greatest number, are to be 
obtained. The present movement for reorganization of the 
finances and accounts of New York City may be described 
as one of the manifestations of what is going on in municipal ) 
communities in the United States to arrive at the same 
end. A movement of this scope and character has still deeper 
sociological aspects, involving research into the problems of 
a great city’s health, its poor, its charities and many varied insti- 
tutions. It is held by many political economists that the poor, : 
as a whole, pay most of the bill rendered for municipal waste 
through the resultant cost of living thrown upon them by tax- 
paying citizen and corporation. ; 

However that may be, all the problems involved are of vital | 


interest to those who make up the community, whether as tax- 
payer or as simply a citizen. The fact of the importance of these 
questions being underestimated by the average citizen, and the 
consequent lack of active and serious interest taken, is ascribed 
by the leaders of the various movements for reform as one of the 
chief causes of the spread of whatever evils there are to the public 
from mal-administration of finances and defective systems. New 
Yorkers have not the time to spare for this. 
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There has been much written, both in magazine and in public 
press, and much has been said by public speakers, concerning New 
York City’s financial and politico-economic affairs, but the sub- 
ject is of such magnitude there cannot be too much written or 
said. 

To give the accountancy profession in general more definite 
ideas of what is actually going on, what is being now accom- 
plished, and as to its leading accounting features, technical and 
otherwise, is the object of these articles. If still greater interest 
among accountants results, it will repay the labor spent. 

There are such items, for instance, to the accountant not 
versed in municipal affairs, as knowing how the ordinary “fund” 
and sppropriation accounts of the city are kept, many believing 
them to be run similar to a sinking fund, and few knowing them 
to be merely credit accounts, the same as one would treat a 
claimant or creditor in commercial accounting. 

Accounting reform in general, whether in the business world 
or in municipalities, is simply a “sign of the times.” The increas- 
ing complexity of municipal affairs, like that in business houses 
everywhere, follows growth and expansion; hence greater detail 
and more scientific accounting methods have been proved to be 
absolute necessities and the natural result of such conditions. And 
correct, thorough accounting, properly administered, can never 
fail to produce what is aimed at by all financial organizations, of 
. whatever nature. 

How important then to New York City’s immense financial 
machinery, which attempts to regulate the income and expenditure 
from taxable wealth counted in the billions, and where the oppor- 
tunities are so great in finance management, whether there be the 
best or the worst in accounting system? 

As the financial center of the New World, and its Department 
of Finance, and branch departments, comprising one of the larg- 
est accounting offices in the United States or Europe, the Comp- 
troller of the city occupies the position of financial executive sec- 
ond to none in responsibility. The leading financial interests 
of the nation are interested in the city debt, and in its increasing 
taxation, and expenditure. New York’s assessed valuations are 
100% of, or even over market values, while Chicago, its rival in 
size, needs only 15%. 

There need be little wonder that there is becoming a public 


2 


| | 


New York City’s Revision of Accounts. 


demand for reorganization so strong that it is independent of 
politics, and the elected financial heads of the city, as at the 
present time, are sure in future to be of the intelligence and calibre 
to recognize the need of business organization and administration. 

Governments everywhere are the last to get down to a busi- 
ness basis, but are now gradually awakening to it in the United 
States, from the cities up to the National Government, the latter 
due to an enormous deficit of something like $100,000,000. 

To more fully appreciate its significance, and realize the inev- 
itable trend of the times toward economic betterment in general, 
a reference to its origin cannot be out of place. Professional and 
public interest in the question of “uniform municipal accounting 
and reports” is not new. Active steps toward this end had their 
beginnings over fifteen years ago, in associations organized for 
this special purpose, chief among which was the National Munic- 
ipal League. Progress since is indicated by the many other bod- 
ies of economists, public accountants, publicists, statisticians, mu- 
nicipal associations and civic leagues, all joining in conference and 
activity to produce practical results. It has become more than a 
local question, and is national in its scope. Congress has author- 
ized its Census Bureau in the Department of Commerce and 
Labor, to aid the movement by formal and periodical conferences 
of comptrollers, auditors, treasurers, accountants, and all others 
interested in municipal finance and accounts. Uniformity of 
reports and statistics, and settled classifications of income and 
expenditures, are prime necessities for this Bureau in order 
to carry out its functions of report upon the financial statistics of 
cities for the United States Government. The difficulties ahead 
of this accomplishment, however, are still many. When no two 
charters are alike, charter revision must take place. When 
accountants themselves are not yet, even in the business world, 
agreed as to uniform principles, practice and procedure, complete 
uniformity for municipal communities everywhere will not be so 
rapid as in particular localities. To this extent, the question then 
rests responsibility upon the broad gauged public accountant, or 
else should give rise to the formation of some such national body 
as the Interstate Commerce Commission, which now prescribes 
both uniformity and scientific accounting methods for all rail- 
roads. 

What New York City and state are doing to follow the best 
that has been done elsewhere are matters of constant reference 
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in the public press. From city taxpayers’ organizations and mer- 
cantile associations, up to state legislative committees and Com- 
missions for investigation and Charter Revision, are indications 
of the size of the task to be accomplished as well as of the progress 
made. 

What the state of Ohio has done, New York can do, as it is 
the peer of any state for progressiveness. Laws passed there in 
1902 provide a “bureau for inspection, supervision and installa- 
tion of a uniform system of accounting” for all cities of the state; 
and practical results have followed. In addition to the value of 
statistics has been the discovery of irregularities amounting to 
hundreds of thousands of dollars, and the means of recovering 
large sums for taxpayers throughout that state. . 

A Reform Charter went into effect for New York in 1873, 
but has long since been outgrown. The consolidation in 1898 
accomplished nothing toward scientific accounting. The latest 
Charter provisions, 1901, have helped, however, toward account- 
ancy reorganization by declaring the “Department of Finance 
shall have control of all the fiscal concerns of the corporation,” 
and may prescribe how all the city’s funds must be kept, and 
authorizes the department to examine and revise all the accounts 
of all other departments when necessary. 

The present Comptroller being a business executive, has been 
the first to take advantage of this power conferred upon him, and 
- as a result, for the first time in its history, New York City seems 
destined to reach the goal of a business basis. His own deter- 
mination, when taking office, to do what could be done in this 
direction has been fortunately aided by a practical demonstration 
of what can be accomplished by the best accounting principles 
applied to city affairs. During 1906, 1907 and 1908 the Bureau of 
Municipal Research, headed by Mr. Henry Bruere and Dr. F. A. 
Cleveland, demonstrated the efficacy of what scientific accounting 
can do in controlling the Budget and uncovering certain effects 
of mal-administration, and upon submitting to Comptroller Metz, 
in February, 1908, their “Report on Present Methods, with Sug- 
gestions for Reorganization,” a definite plan of reorganization 
and installation was decided upon, with the appointment of a 
Committee on Revision of Accounts and Methods. 

Nerve, as well as independence, was required of the Comp- 
troller, however, to insist upon reorganization in face of the 
opposition, at the start, of a large portion of the city officials and 
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a large majority of its older employees. Criticism, and even 
intentional delay and avoidance of regulations designed to facili- 
tate the prompt transaction of business, have been some of the 
difficulties to be met by those chosen to install the system devised. 
All the obstacles met are far different, and the general problem 
a different proposition from that presented by a business cor- 
poration where the administrative forces co-operate at every 
point. 

All the cut-and-dried and old fashioned objections that are 
first heard in the business world to new systems are put forward. 
Too much “red tape,” “too many clerks,” “too much work,” and 
“theoretical ideas” are all thrashed out in turn. Additional 
accounting and clerical forces are necessary, as a matter of 
course, to put into operation the machinery of a system which 
must revolutionize the accounting and finances of a city the size 
of Greater New York. If cost accounts revolutionize and make 
the success of large business enterprises they bring returns far 
outbalancing their outlay. Estimates of annual saving to the 
city, when thorough and complete reorganization has been once 
brought about, have been made, which amount from $25,000,000 
to $50,000,000, through interest and redemption payments upon 
the excessive debt, and through waste in expenditures for main- 
tenance, and through loss of income. 

Figures of this magnitude can be justified by the size of the 
municipality itself, as well as actual experiences and results ac- 
complished already in other cities and states. And if realized, the 
objections raised as to clerks, accountants and “red tape,” would 
appear ridiculous, to mildly describe it. That the ends justify the 
means is too obvious for argument. 

As the city has for a long time had investigation and audit 
branches to its financial administration, one of the first steps 
after reorganization was decided upon was the establishment of 
the missing function, i. e., an Expert Accounting Bureau, for 
“devising, installing, and supervising.” Investigations of a 
vicious system effect only temporary cures, and there is always 
the relapse into old ways. Effectively conducted supervision 
during and after installation is as important as system itself. 
Without it the latter would fail. 

While the ultimate objects to be accomplished are such vital 
matters as savings to taxpayers and to rentpayers, decreasing 
both taxation and debt, release of income for the city’s growth 
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and expansion, with the consequent establishment of the city’s 
credit upon a high basis for its security holders, and to increase 
its borrowing capacity, practical steps to be taken to arrive at 
such results involve the following undertakings: 

(a) Efficiency of labor and establishment of efficiency rec- 
ords. 

(b) Placing of all accounts upon the income and expenditure 
basis, and abolishment of the “cash” system. 

(c) Central control and uniformity of accounting methods for 
all subsidiary offices and departmental branches of the city. 

(d) Discounting of bills and claims. 

(e) Classified cost records. 

(f) An accurate and segregated Budget, and consequent reg- 
ulation of expenditure. 

(g) An analytical Balance Sheet, with a monthly and annual 
report. 

(h) Ascertainment of the Debt Limit. 

Supplementary to these accomplishments are the formation 
of Bureaus for: 

1. Devising, installing and supervision of the accounting 
system. 

2. Central purchasing bureau for. control of supplies. 

3. An adequate Inspection Staff. 

(a) Erriciency or LaAror. 
_ The labor employed in conducting the city’s business is one 
of the largest and most important items of expenditure to be 
controlled, in the ascertainment of what it really costs to run the 
city, and what it ought to cost. 

The average employee does not, and cannot take the same 
interest or activity in his work that is seen in business life. There 
are many exceptions to this rule, but the rule is well established. 
In the first place, the energy and close attention to duties dis- 
played by the business man have the prospects and possibilities 
of wealth or attainment ahead of him, which is always the main 
incentive to ambition, and is lacking for the municipal employee. 
In the second place, the sense of security in his position has the 
effect of inertia, which the absence of it would not have. 

The effects of civil service regulations have been the subject 
of much study and discussion, but it will be admitted that some- 
thing of this kind is necessary when it is considered that the 
wholesale changes among the employees, and lack of a standard 
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of intelligence which would prevail without these rules, would 
bring about far worse conditions. Many efficient men now with 
and needed by the city would not remain without security of 
tenure. But the city, at the present time, has not enough of such 
men. There are not enough high salaried grades provided by the 
civil service to attraet capable and experienced men from business 
life. 

Part of the secret would seem to lie with the administrative 
departmental heads of the city forces, whether controlling the 
office or in control of the mechanic and laborer. “Efficiency 
records ” maintained, and consistently carried out by executives, 
where the story of an employee’s time and labor is displayed and 
other details of his worth to the city shown for officials and inves- 
tigators, cannot fail to effect good results. Good administration 
is always a first necessity for every function the city exercises. 
The Expert Accounting Bureau has already installed a successful 
system of daily time reports. 

Not including the better paid official positions, and the army 
of mechanics, laborers and miscellaneous employment, absentees, 
etc., but confining ourselves to the clerical forces, and making 
the supposition that, say 1,000 of these men should lose or waste 
only one hour daily out of his average 6-hour days, it would 
amount to 52,000 days, which at the rate of $5.00 per day’s pay 
of the average clerk, would equal a loss of $260,000 annually! 
This is merely an item out of the 1% millions paid out for this 
class, compared to the other 78% millions of pay roll expenditure 
to be regulated. 

But this is the worst side of the labor question. The other 
side is that many of the men are of ability equal to that seen in 
industrial life. The taxpayer should exercise discrimination in 
attacking the payroll. Lengthened hours, much overtime, and 
night work without pay, goes on as circumstances require it. 
Hard work and plenty of it is being done by the ably administered 
departments, and by clerks and experts, to successfully apply old 
methods to the new. Opposition is not now so often heard, and 
in the majority of cases willingness to comply with the Comp- 
troller’s regulations is becoming the rule rather than the excep- 
tion. Where tact is used in dealing with men, and an effective 
demonstration of the objects and-value of the methods to be 
used, opposition turns into approval and co-operation. 
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By CHARLES W. GERSTENBERG, PH.B., LL.B. 


The “commodities clause” decision is another illustration of 
the need for an ideal and perfect system of accounting—a thing 
as illusive as the rainbow, and as highly to be prized as the tra- 
ditional pot of gold. The opinion is prevalent that Congress 
has added another makeshift to the list of attempts to accomplish 
indirectly what could be done directly if the accountant could 
devise the ways and means of making publicity practicable and 
possible—a publicity that would easily put into the hands of the 
executive the truth and the whole truth. 

We have come to look at railroads as highways, and as such 
to be as freely and easily used by one as by another. If one manu- 
facturer or class of manufacturers is to be favored, fair competi- 
tion, the life of trade, is destroyed and the advantage gained by the 
favored ones finds its co-ordinate disadvantage in higher and ex- 
orbitant prices to the consumer. Modern statutes passed under 
modern constitutions to avoid such a condition have voiced no new 
principles. “Whosoever commands the trade of the world,” said 
Sir Walter Raleigh, “commands the riches of the world, and con- 
sequently the world itself.” As far back as 1683 the property of 
the common carrier was dedicated to the public use and the carrier 
was compelled to carry the goods of all who tendered them. 

It is a fact that will not be denied by even the most rabid par- 
tisan that for a long time discriminations have been practised by 
railroads to such an extent that the ancient principle of equal facil- 
ities to all has in many instances been vitiated. “The power to tax 
is the power to destroy,” said Marshall ; no less so is the power to 
discriminate. Many and many an obnoxious competitor has been 
forced to capitulate or to perish by the weapon of favored rates. 
To bring the railroads back to a condition where they would be 
highways open to all on equal terms an Inter-State Commerce 
Commission was established, and under its direction among 
other things schedules of rates were drawn up, a system of re- 
ports from railroads was required and penalties were fixed for 
violations. And still the cry is for facts; facts that spell the 
truth. 


The Commodities Clause Decision. 


In 1906 an amendment to the Inter-State Commerce Act of 
1887 was passed with the object, as stated by the mover, of 
divorcing “transportation from production on the part of the 
railroads engaged in transporting coal they mined and sold in 
competition with other shippers, which is a great abuse.” The law 
in part became known as the “commodities clause” and is as 
follows : 


“From and after May 1, 1908, it shall be unlawful for any 
railroad company to transport from any state, territory, or the 
District of Columbia, to any other state, territory, or the District 
of Columbia, or to any foreign country, any article or commodity, 
other than timber and the manufactured products thereof, manu- 
factured, mined, or produced by it, or under its authority, or 
which it may own in whole or in part, or in which it may have 
any interest, direct or indirect, except such articles or commod- 
ities as may be necessary and intended for its use in the conduct 
of its business as a common carrier.” 


Whatever else the clause may seem to say its legal effect as 
intended by the legislature was to prevent a discrimination by the 
railroads against coal owners, dealers and shippers who did not 
happen to own the means of transporting their product. A wail 
of protestation against the new amendment arose from the coal- 
owning railroads. They were being deprived of property with- 
out due process of law, contrary to the Fifth Amendment to the 
Constitution ; they were not to be given a fair chance, even, they 
said, to vindicate their opinion that the law was unconstitutional, 
for its infraction could incur penalties so heavy (penalties pre- 
scribed by the general act and not by the amendment itself) that 
to risk them would be ruinous. Indeed, this lament seemed so 
well founded and the doubts aroused by the companies’ protesta- 
tions became so alarming that the government, through Attorney- 
General Bonaparte, on January 17, 1907, issued a remarkable 
statement to the general effect that the government would bring 
actions to test the validity of the law but would not ask for the- 
penalties prescribed for its infringement until the law had been 
passed upon by the Supreme Court. 

Accordingly, immediately after the expiration of the two-year 
period given the railroads to adjust themselves to the law, bills 
were filed against five railroads and mandamuses were issued 
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demanding that the companies comply with the provisions of the 
act, or, in the usual way, show cause why they should not be 
compelled to obey. The bills were decided in favor of the com- 
panies in the Circuit Court (164 Fed. Rep. 215), and on appeal 
to the United States Supreme Court the law was held constitu- 
tional, but not so far-reaching as the interpretation read into it 
by the Attorney-General. 


We have before us only the memorandum of the court. Up 
to the time of this writing the decision itself has not been issued, 
We cannot, therefore, analyze the court’s reasoning, nor do we 
wish to anticipate the probable line of argument. But we can 
point out several points of interest in connection with the memo- 
randum that will make the decision clear to the lay mind. 

The questions before the court were practically two in num- 
ber. First, did Congress have power to pass the law, and second, 
what is a violation of the law? Obviously there was a third 
question which under a construction of the act entirely favorable 
to the government’s contentions would sooner or later have to be 
settled—the question of penalties and their constitutionality ; but 
that question was not raised nor was it decided. 


Did Congress have power to pass the act? We are ready to 
wager that the majority of the readers of THe JouRNAL oF Ac- 
COUNTANCY have a better knowledge of the questions involved and 
of the conclusions reached by the Supreme Court under somewhat 
' similar conditions than have the ordinary laymen. But we are 
still more ready to wager that the subject is, even to the ac- 
countant, a jumble of “commerce clause,” “Inter-State Commerce 
Act” and “commodity clause.’ Let us try to straighten this out a 
bit without attempting any erudite exposition of limitations and 
refinements. 

The source of the power under which Congress has passed 
all the acts affecting inter-state commerce is that section of the 
constitution known as the “commerce clause,’ which reads as 
follows: ‘“ The Congress shall have power * * * to regulate 
commerce with foreign nations and among the several states, and 
with the Indian tribes.” It is a very small part of the entire 
instrument. Read it again. Now get down a copy of the con- 
stitution and hunt for it. When you have found it, memorize it. 

The next step in the progress of federal power is the case 
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of Gibbons vs. Ogden. That was a case involving the right of the 
State of New York to grant to certain persons the exclusive right 
to navigate by means of steam or fire propelled boats between 
New York and New Jersey. Chief Justice Marshall wrote an 
opinion that to the lawyer is a more momentous document than 
the constitution itself. It accomplished its most lasting and far- 
reaching effect by enunciating the principle that though the pow- 
ers of Congress are limited, still within the sphere of the powers 
actually delegated to it by the constitition, it, Congress, is 
supreme. Up to that time the constitution as a nation-producing 
instrument was a mere potentiality ; Marshall breathed into it the 
breath of life. Marshall, of course, ran up against that pregnant 
word, “commerce,” and introduced a method of definition that 
has been carried down to the present day. All Marshall decided 
on that occasion was that “commerce” includes “ navigation.” 
He didn’t completely define the word and it will be well to state 
right here that the word has never been completely defined by the 
United States Supreme Court. Volumes have been written about 
that word but the fulness of its meaning, it would seem, can only 
be sounded in separate spots; its depths can never be generally 
plotted out. That decision came in 1824. (g Wheaton 1.) 

Three years later came the next step, Brown vs. Maryland. 
Maryland levied a tax of fifty dollars on every person who de- 
sired to sell certain imported articles, the tax to be paid before the 
sale was made. Marshall once more pointed out that the state 
was encroaching on the exclusive and supreme domain of Con- 
gress. 

The decision in that case is well summed up in the next land- 
mark, “The License Cases.” It is as follows: “ An article auth- 
orized by law of Congress to be imported, continued to be a part 
of the foreign commerce of the country while it remained in the 
hands of the importer for sale, in the original bale, package, or 
vessel in which it was imported ; that the authority given to import 
necessarily carried with it the right to sell the imported article in 
the form or shape in which it was imported; and that no state, 
either by direct assessment, or by requiring a license from the 
importer before he was permitted to sell, could impose any burden 
upon him or the property beyond what the law of Congress had 
itself imposed; but that, when the original package was broken 
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up, for use or for retail by the importer, and also when the com- 
modity had passed from his hands into the hands of a purchaser, 
it ceased to be an import, or a part of foreign commerce, and be- 
came subject to the laws of the state, and might be taxed for state 
purposes, or the sale regulated by the state, like any other prop- 
erty.” 

Had that part of the “commodities clause,” which excepts 
from the prohibition contained in the first patt such articles 
mined, etc., as are to be used for the railroad itself, been brought 
into the present case it would have been a grave question for the 
court to decide whether such transportation of articles without an 
intention of sale constituted “commerce.” In that event Brown 
vs. Maryland would have been very important. As it is the court 
was not called upon to answer that question. 

After Brown vs. Maryland occurs a break in the onward 
march of Federal power over commerce. Marshall died and “ Old 
Hickory ” appointed his Attorney-General, Taney, Chief Justice. 
It is a well-known fact that the judges of the Supreme Court have 
been always greatly influenced by their previous political opinions. 
Taney held (in the so-called License Cases) that as to commerce 
the states could act till Congress had acted (5 Howard 504, 1846). 


Two years passed and the court was called upon to decide the 
passenger cases. As to the questions there raised the court held 
that Congress had actually regulated immigration and that there- 
' fore the New York and Massachusetts statutes imposing “ head 
taxes,” that is a tax on each alien landed, were unconstitutional. 
The “ Passenger Cases ” overruled the “ License Cases ” in this 
respect; they held that the transportation of passengers is com- 
merce. 


We have taken up these cases in a historical way and will go 
no further. We have learned from them that the question of what 
is and what is not commerce will have to be decided in each case 
as it comes up. One more example, however, will bring us down 
to recent days. In the early part of 1903 the Supreme Court 
decided the “ Lotteries Case,” in which it was held that Congress 
had power under the commerce clause to prohibit the sending of 
lotteries from one state to another. On the subject of commerce 
Justice Harlan said: “ The whole subject is too important, and 
the questions suggested by its consideration are too difficult of 
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solution to justify any attempt to lay down a rule for determining 
in advance the validity of every statute that may be enacted under 
the commerce clause. We decide nothing more in the present 
case than that lottery tickets are subjects of traffic among those 
who choose to sell or buy them; that the carriage of such tickets 
by independent carriers from one state to another is therefore in- 
ter-state commerce; that under its power to regulate commerce 
among the several states Congress—subject to the limitations im- 
posed by the Constitution upon the exercise of the powers granted 
—has plenary authority over such commerce, and may prohibit 
the carriage of such tickets from state to state.” The lottery 
question is different from the commodity clause question prin- 
cipally in that one italicized word, “ independent.” Lottery case, 
188 U. S. 321 (1903). When the railroads carry their own coal 
are they engaged in commerce? They are not independent car- 
riers. That question seems settled by the old case of Brown vs. 
Maryland, above referred to. 


The next important point that calls for our consideration is 
the word “ regulate,” contained in the “ commerce clause.” Does 
the commodity clause regulate commerce, or does it absolutely 
prohibit it, and even if it does prohibit, is prohibition one method 
of regulation? The Supreme Court has often upheld as a regula- 
tion a statute the purpose of which was to prohibit commerce, or, 
to be more exact, contracts involving inter-state commerce. The 
Sherman Anti-Trust Act is a statute of that nature and has been 
repeatedly upheld. United States vs. Trans-Missouri Freight 
Association, 166 U. S. 290 (1896) to Northern Securities Co. 
vs. United States (193 U. S. 197 (1904). The railroads con- 
tended, however, that while Congress had power to prohibit lot- 
teries and other articles injurious to the public health or morals 
it could not interfere to the extent of prohibiting in matters 
purely economic. The Sherman Anti-Trust Act is in a sense a 
purely economic measure and the decisions based on that act 
would seem sufficient to justify an overruling of the railroads’ 
contention. 

There were a number of questions to be decided in the “ com- 
modities clause ” cases, one of the most important of which, if 
judged from the amount of discussion it provoked from the op- 
posing counsel, was the question does the ownership of shares of 
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stock in a coal company by a railroad give the railroad such an 
interest or ownership in the coal as was contemplated by the 
statute? In his memorandum Justice White interprets “ interest ” 
to mean “ legal interest” and then lays great stress on the word 
“legal.” He says, “ Such ownership of stock in a producing 
company by a railway company does not cause it as the owner 
of stock to have a legal interest in the commodity manufac- 
tured.” He refers, of course, to that line of cases with which 
every law student begins his study of real property. A owns 
shares of stock in the X Company, whose object and business it 
is to deal in real estate and whose only asset is real estate. A 
contracts to sell ten shares of the stock. Is this contract one 
involving an interest in real property, which under the Statute 
of Frauds must be in writing, or is it a contract dealing with per- 
sonality? It has been decided again and again that A has no 
interest in real property and that the sale is one of personality. 

The third section of the memorandum is a sufficient explana- 
tion of the question growing out of the alleged violation of the 
Fifth Amendment to the Constitution. If we may be permitted 
a wide discursion from our subject we would ask our readers to: 
make out of this phase of the subject an opportunity to examine 
the Fifth and the Fourteenth Amendments and to notice their 
similarities and dissimilarities, always keeping in mind that the 
former, together with the other seven of the first eight Amend- 
ments to the Constitution, sometimes called the “ Bill of Rights,” 
is addressed to the Federal Government while the latter is ad- 
dressed to the states, as are also the Thirteenth and Fifteenth 
Amendments. 

Many other questions will undoubtedly be discussed in the 
opinion. As a matter of record we are going to append a copy 
of the court’s memorandum. Our readers will find an excellent 
summary of the history of the railroads directly interested and 
involved in the “Commodities Clause” cases in the opinions of 
the Circuit Court, 164 Fed. Rep., 215. An exhaustive study of 
the constitutional questions involved will be found in the “ Har- 


vard Law Review,” issue of June, 1908. 
Justice White’s Memorandum 
“1. The claim of the Government that the provision contained 
in the Hepburn act approved June 29, 1906, commonly called the 
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commodities clause, prohibits a railway company from moving 
commodities in inter-state commerce because the company has 
manufactured, mined or produced them or owned them in whole 
or in part or has had an interest direct or indirect in them, wholly 
irrespective of the relation or connection of the carrier with the 
commodities at the time of transportation, is decided to be unten- 
able. It is also decided that the provision of the commodities 
clause relating to interest, direct or indirect, does not embrace an 
interest which a carrier may have in a producing corporation as 
the result of the ownership by the carrier of stock in such corpo- 
ration, irrespective of the amount of stock which the carrier may 
own in such corporation, provided the corporation has been or- 
ganized in good faith. 

“ 2. Rejecting the construction placed by the Government upon 
the commodities clause it is decided that that clause, when all 
its provisions are harmoniously construed, has solely for its object 
to prevent carriers engaged in inter-state commerce from being 
associated in interest at the time of transportation with the com- 
modities transported, and therefore the commodities clause only 
prohibits railroad companies engaged in inter-state commerce 
from transporting in such commerce commodities under the fol- 
lowing circumstances and conditions : 

“(a) When the commodity has been manufactured, mined or 
produced by a railway company or under its authority and at the 
time of transportation the railway company has not in good faith 
before the act of transportation parted with its interest in such 
commodity. 

“(b) When the railway company owns the commodity to be 
transported in whole or in part. 

“(c) When the railway company at the time of transportation 
has an interest, direct or indirect, in a legal sense in the com- 
modity, which last prohibition does not apply to commodities 
manufactured, mined, produced, owned, etc., by a corporation 
because a railway company is a stockholder in such corporation. 

“ Such ownership of stock in a producing company by a rail- 
way company does not cause it as the owner of the stock to have a 
legal interest in the commodity manufactured, etc., by the pro- 
ducing corporation. 

“3. As thus construed the commodities clause is a regulation of 
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commerce within the power of Congress to enact. The conten- 
tions elaborately argued for the railroad companies, that the clause 
if applied to pre-existing rights will operate to take property of 
railroad companies and therefore violate the due process clause 
of the Fifth Amendment were all based upon the assumption that 
the clause prohibited and restricted in accordance with the con- 
struction which the Government gave that clause and for the pur- 
pose of enforcing which prohibitions these suits were brought. 

“ As the construction which the Government placed upon the 
act and seeks to enforce is now held to be unsound, and as none 
of the contentions relied upon are applicable to the act as now 
construed, because under such construction the act merely en- 
forces a regulation of commerce by which carriers are compelled 
to dissociate themselves from the products which they carry and 
does not prohibit where the carrier is not associated with the 
commodity carried, it follows that the contentions on the subject 
of the Fifth Amendment are without merit. 

“4. The exemption as to timber, etc., contained in the clause is 
not repugnant to the Constitution. 

“5. The provision as to penalties is separable from the other 
provisions of the act. As no recovery of penalties was prayed no 
issue concerning them is here presented. It will be time enough 
to consider whether the right to recover penalties exists when 
an attempt to collect penalties is made. 

“6. As the construction now given the act differs so widely 
from the construction which the Government gave to the act and 
which it was the purpose of these suits to enforce it is held -that 
it is not necessary in reversing and remanding to direct the char- 
acter of decrees which shall be entered, but simply to reverse and 
remand the case with instructions to enforce and apply the statute 
as it is now construed. 

“7. As the Delaware and Hudson Company is engaged as a 
common carrier by rail in the transportation of coal in the channels 
of inter-state commerce it is a railroad company within the pur- 
view of the commodities clause and is subject to the provisions 
of that clause as they are now construed.” 
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\Liability for Unpaid Stock Subscriptions.* 
By ArtHuUR W. UNDERWOOD, OF THE ILLINOIS BAR. 


I have been told that on some previous occasion similar to 
this you have been addressed by lawyers who have said to you that 
in their opinion a highly desirable course to be pursued by way of 
preparation for a legal practice, would be to include in one’s 
studies a period of a year or two devoted to the study of account- 
ing; and, just in passing, I feel like saying a few words upon 
that topic. It would be idle to assert that such training is not 
desirable ; knowledge of almost every branch of science or art 
would be desirable if a lawyer could devote to his preparation an 
unlimited space of time. The opportunity comes sooner or later 
in an active practice of law when accurate knowledge of almost 
any branch of human industry or acquirement is of great value. 
But one does not for that reason, like Bacon, take all learning for 
his province, and prepare for a period of active practice which 
would average probably not more than twenty years in dura- 
tion, by spending time in periods of years on collateral branches 
of study. As matters stand, with grammar school, high school, 
college and law school, not less than nineteen years are commonly 
spent in preparation; and at the end of that time a young man 
is usually fitted only to go into an older lawyer’s office and obtain 
experience at the expense of his employer’s’ clients. It seems to 
me not a practical suggestion that to this period a further time of 
one or two years be added for study of a distinct and separate 
profession—valuable to him, it is true, in innumerable ways, but 
one with whose development he cannot take time to keep pace, 
and in which he must always remain a tyro. 

In the legal profession, as in all professions, the demand is 
constantly for men of higher skill, greater learning, wider re- 
sourcefulness. Lawyers come into contact with every branch of 
industry and activity, and must at times acquire such passing 
familiarity with each as will temporarily enable them to meet on 
his own ground the expert in that profession. Success in law 
requires mental alertness and receptivity of the highest order 
combined with a habit of clear and logical thought ; and such pre- 


* An address delivered before the Illinois Society of Certified Public Accountants, 
March 25, 1909. 
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liminary training as aids the development of these qualities is far 
more to be desired than the acquisition of skill in any other pro- 
fession, no matter how closely related to the lawyer’s own. It 
would be useful in a hundred ways to know shorthand thor- 
oughly, but I would not allow a boy preparing for the law to 
devote his time to it. It would be valuable to possess a knowl- 
edge of medicine, of physical science, of chemistry, of any and 
all the modern languages; but except to the extent of what is 
contained in a college course and is useful purely as mental dis- 
cipline, I would eschew them. The law is proverbially a jealous 
mistress, and endures no rivals. To the extent that a boy can, 
without prejudicing his work on other subjects adapted to mental 
development, possess himself of acquaintance with the principles 
of accounting, I heartily agree that he may go with it, but no 
further. He must always keep in mind that his knowledge will 
serve only to show him when and where a real accounting expert 
can be of service. The lawyer and the accountant should be 
supplementary each to the other, but the highest skill in either 
profession will rarely be reached by those who seek to master 
both. 

You gentlemen know better than I can how rapidly improve- 
ments succeed each other in the systems used by you. I was told 
only a few days ago of a great public service corporation in 
Chicago whose methods of accounting have been such that until a 
few years ago they were widely imitated, and their representa- 
tives in constant demand to address upon this topic conventions 
of men engaged in similar pursuits. A change in the head of 
their accounting department put an end to progress, and with no 
retrogression but without advance only a couple of years had 
passed when others occupied the position of pre-eminence which 
had been theirs—they attend conventions now to learn and not 
to teach. Like Alice in Wonderland, when the White Queen 
took her walking, they found it necessary to run their best, not 
to gain ground or lead the procession, but simply to stay where 
they were. 

Speaking of progress along your lines, I do not know how 
many of you have heard of a method of accounting by machinery, 
which is just being introduced, and which may be of sufficient 
interest to warrant spending a moment in its description. The 
apparatus consists of a sort of switchboard with a clock attach- 
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ment, and an apparatus for computation, and is designed for use 
in factories, in order to ascertain accurately the cost of work done 
there. Each job which comes into the factory is given a descrip- 
tion by number or otherwise and is assigned to a certain section 
of the switchboard. At the minute when a mechanic begins work 
on that job a plug carrying a rate of pay corresponding to his 
own is put into that section of the board, and as many others as 
are employed upon it are treated in the same way. At the minute 
anyone stops work on that job his plug is pulled out. If a ma- 
chine is used, a plug is inserted for that machine, carrying a fixed 
hourly rate of charge for its use and maintenance. Material 
used is weighed or measured and plugged in like manner. When 
the job is finished, the machine delivers instantly a complete total 
of its cost, derived from these data. This cost includes a certain 
percentage figure plugged in like the rest, and designed to cover 
all time lost in the shop. The figure is corrected at intervals, as 
based on the actual showing of the shop. To arrive at the facts, 
the foreman is required to plug into a separate compartment of 
the board, every man and machine not employed on some job to 
which their time may be charged, and is required to keep plugs 
in what may be called the discard until they are set at work on a 
pay job. This positive method of showing wasted expense 
seems to exercise a strong compulsion on the foreman to avoid 
loss of time. 

If the machine proves to possess the merits claimed for it, 
some of the members of this association may be able to devise yet 
other uses to which it may be put, and may be able to develop 
its education to a point where it can do the full work, we will 
say, of at least a junior accountant. 

This instance may serve to emphasize the point I make on the 
pursuit at one time of two professions, or the endeavor to main- 
tain at all times acquaintance with the development of two pro- 
fessions. It is work enough for any active person to keep abreast 
of the progress in either one. 

I am sure you will not misunderstand me in this, nor suppose 
that I advise you to assume an attitude of refusal to become 
familiar with the outlines or boundaries of legal science. To 
the fullest extent possible without interfering with absolute mas- 
tery of your own profession and its progress, it is desirable that 
you be in touch with the principles of law, and especially with 
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the statutes of your state affecting matters with which you deal. 

There is room for the development of your profession in 
many ways through the legislature, which makes the statutes; 
and these opportunities are only to be known through familiarity 
with the statutes. If this body has no legislative committee 
charged with the duty of originating and passing wise and desir- 
able laws affecting your profession, then I should say you need an 
improved system. Let me suggest a few of the ways in which 
legislation might be of service to you. 

At least once in each generation practically all the property of 
the community passes through the hands of the courts, either 
through the probate court, where the estates of deceased persons 
are administered and distributed, and the property of minors and 
insane persons is dealt with, or through the courts of chancery, 
in which trusts are managed. Notwithstanding all the efforts 
of the courts and of the lawyers to secure careful and efficient 
attention to these various trust affairs, it is not uncommon to 
have presented for approval accounts of guardians, trustees, ex- 
ecutors and administrators which are in a hopeless state of 
confusion. If a law could be enacted—and held constitutional— 
requiring as a preliminary to the approval of any such account 
the certificate of a certified public accountant to its accuracy, and 
its fidelity to the actual transactions recorded on the books of 
account, which trustees should be required to keep, a long step 
would be taken toward honesty and fidelity in trust affairs. This 
might be a hardship in the case of small estates, unless a gradu- 
ated scale for accounting work in court matters could be estab- 
lished, whereby the cost would depend both on the work required 
and on the size of the interests concerned. 

Just now it is the fashion to pass laws to regulate the banking 
business. You could afford to join the fashion and secure an 
act to prohibit any person from acting as a bank examiner who 
is not also a certified public accountant. 

Public service corporations will soon be compelled by public 
opinion, if not by law, to publish periodical statements of their 
affairs and of their financial condition. These statements would 
_ carry greater weight if attested by a member of your body. Why 
not require such verification by law? The possibilities of promo- 
tion open to an active committee in charge of your interests are 
very extensive; and you will find that the more nearly you are 
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known to adopt and maintain a quasi-judicial attitude, acting not 
as partisans in any sense of your employer, but as disinterested 
middlemen on whose experience and judgment the public may 
safely rely, the more readily you may hope to secure such legisla- 
tion as I have indicated. 

I had it in mind to endeavor this evening, at the risk of being 
tedious, to cover briefly the state of the law on some subject 
which in your business frequently becomes of interest. Such a 
subject was suggested to me not long since by an inquiry from one 
of your members as to what constitutes such payment for the 
capital stock of a corporation as to put an end to any risk that 
further payment should be required. This question must often 
present itself to you in opening the books of a corporation begin- 
ning business, in making up financial statements for submission 
to banks or to stockholders, or in connection with the rights of 
creditors in case of insolvency ; and while, as already stated, it is 
my view that an accountant should not undertake to advise upon 
legal subjects, it is certainly always desirable that an accountant 
should know the points of danger where legal advice becomes 
necessary 

This question of payment for capital stock is one which has 
many times engaged the attention of the courts. As our business 
enterprises increase in magnitude, the tendency to protect good- 
will and insure continuance by corporate organization, while 
avoiding individual responsibility, becomes constantly stronger. 
And coupled with this tendency is the frequent wish to swell 
capitalization unduly, for one or another stock jobbing purpose— 
to afford an inexpensive medium in which to pay promotion fees, 
or to supply collateral which may permit of withdrawing the 
original investment while retaining control, or for some of a 
dozen other ends which any of you can suggest. You have 
frequently observed the shifts to which resort is had to bring 
about apparent compliance with the laws requiring full payment 
of stock. A notable illustration has lately been brought to notice 
through the local courts which may justify the time required 
very briefly to indicate its scope. These parties desired to sell 
to the public so-called securities which might appear attractive, 
to retain for themselves the bulk of the money received, to con- 
trol the corporations which might be created, and to escape all 
individual liability. They first organized a number of mining 
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and other companies, under the laws of some of those states 
where no liability attaches to the holders of capital stock when 
issued in exchange for specific properties named in the original 
instruments of incorporation. We will call these the Eldorado 
Placers Company, the Rio Grande Mining Company, the Idaho 
and Western Gold Mining Company, the Bear Creek Mining 
Company, the Arizona Development Company, the Republic Lead 
Mining Company, the Placers Development Company and the 
National Register Company, none of them being the actual names 
employed, though the number of companies is the same. To 
each of these companies was transferred in full payment for its 
stock issues of one or more millions in par value, certain presum- 
ably worthless mineral claims or patent rights. The controlling 
interest in the capital stock of these companies was then trans- 
ferred to the North American Commerce Company, organized 
with a capital of several millions, under the laws of a state which 
recognizes holding corporations, in exchange for its whole capital 
stock. In like manner the capital stock of the Enterprise Finance 
Company was issued as nominally paid up stock in exchange for 
stocks held by the North American Commerce Company. There 
were then organized a banking corporation and an insurance 
company, both under laws which required full payment for stock 
issued, in actual money. Subscriptions were made for all the 
stock of the bank by persons selected to represent the interests 
of the Friendly Securities Company, having a capital of two and 
one-half millions, a holding corporation, which was to be the 
owner of all the stock of the bank. Like subscriptions were made 
for the stock of the insurance company by persons acting on 
behalf of the Provident Securities Company, a holding corpora- 
tion having two and a half millions of stock, which was to own 
all the stock of the insurance company. The North American 
Commerce Company then exchanged with the Friendly Securities 
Company and the Provident Securities Company for their entire 
capital stock a like amount of stock of the Enterprise Finance 
Company. There was then organized the World Finance Com- 
pany, the capital stock of which was issued in exchange for some 
of the remainder of the issues of corporations before named and 
came wholly into the hands of the promoters, as had all the earlier 
issues. The World Finance Company then contracted with the 
Friendly Securities Company to place its stock on the market, on 
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condition of receiving full pay for all expenses and commissions 
incurred, and in addition a percentage of all moneys received. A 
like contract was made between the Provident Securities Com- 
pany and the World Finance Company. In all these corpora- 
tions the promoters held the offices in their own names or in 
those of dummy representatives, and large salaries were voted by 
each company to its officers. They then organized a series of 
Agency Companies throughout the country, securing to them- 
selves control of the stock of each in exchange for stock of the 
earlier concerns. These Agency Companies contracted with the 
World Finance Company to promote the sale of stocks of the 
two Securities Companies, in consideration of the payment of 
large commissions. Each Agency Company acquired stock in 
each Securities Company, and each Securities Company held 
stock in each Agency Company. The concerns were now ready to 
dispose of securities to the public. Whenever a share of stock of 
either Securities Company was sold, out of the proceeds was 
taken a slice for the Agency Company in whose territory the 
buyer resided, another for the World Finance Company itself, and 
the poor remnant was used to pay for stock of the Bank or Insur- 
ance Company, to be held for the benefit of one or the other 
Securities Company. All of these shares were deducted under 
the terms of contracts apparently not unreasonable. Substan- 
tially all the receipts of each concern in the order were used up 
in paying salaries and expenses—all to the promoters either 
directly or indirectly. For each stock issued there had been an 
apparent consideration. The total of securities issued ran high 
into the millions. Each company was under the absolute domina- 
tion of the promoters, who were able with color of law, to absorb 
its whole income, and yet nothing had ever gone into the struc- 
ture but a few worthless mining claims and the money extorted 
from the public and spent or abstracted by the promoters. Of 
course the end came, but not until hundreds of thousands, if not 
millions, of dollars had been collected from the public. 

Leaving out of the question those jurisdictions where a specific 
property or asset, named in the charter, may afford a basis for 
stock issues of almost any amount, without creating liability, it 
is a commonly recognized proposition that stock may not be 
issued except in exchange for its par value in money or money’s 
worth, without creating a liability to pay up the unpaid portion 
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of the total par value, or return the stock received.. The difficulty 
arises, however, in applying this simple principle to the countless 
variety of schemes contrived to evade its requirements. 

And it should further be stated that this requirement of full 
payment is especially designed for the benefit and protection of 
the public and of creditors. Accordingly creditors may often 
object to transactions in regard to stock payment, which as 
between the corporation and its stockholders are valid and bind- 
ing. And this right of creditors is based upon the contract, 
expressed or implied, whereby a subscription for stock creates an 
obligation to pay for it at par, except as to parties who have 
expressly or impliedly waived this obligation. A notable case in 
Illinois was that of the Great Western Telegraph Company, 
which by agreement with its stockholders issued stock certificates 
reciting that they were fully paid up and non-assessable, on 
receipt of thirty cents on the dollar in cash. This agreement the 
courts held, however good as to the corporation, to be void as 
against creditors, and the stock liability gave rise to a long period 
of litigation, in which the solvent stockholders were called on to 
pay the valid debts of the concern. I recall in 1889 making a 
tour through a large part of Illinois in search of these stock- 
holders and finding even then more of their names on tombstones 
than in directories. 

The principle so enforced by the Illinois courts prevails in 
the United States Supreme Court, which says: 

“Tt is the settled rule in this court that the trust arising in 
favor of creditors by subscriptions to the capital stock of the 
corporation cannot be defeated by a simulated payment of such 
subscriptions, nor by any device short of actual payment. And 
while any settlement or satisfaction of such subscription may be 
good as between the corporation and the stockholders, it is un- 
availing as against the claims of the creditors. And this is so, 
even though the corporation has issued the stock as fully 
paid up.” 

It is not often that the device of issuing stock for money at 
less than par is resorted to, however, since that course leaves too 
plain a path for the pursuing creditor. One dollar is worth one 
hundred cents and no more, but a patent bought for a dollar may 
be made to assume an apparent value of a thousand dollars or 
more. The usual mode, therefore, of paying up capital stock, 
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when it is not easy to produce cash to the full par value, is by the 

exchange of property. And when such an exchange is made, it is 
in all respects legal and proper, provided the directors obtain 
money’s worth to the full amount of the subscription. They can 
take property only at a fair cash market value, or if it has no 
ascertainable market value, only at such a price as might be 
realized by selling the property to others for cash. When prop- 
erty is offered in payment of a stock subscription, it is the duty 
of the directors before accepting it, to ascertain its value precisely 
in the same manner that they would do if about to invest their 
own money therein, and if they fail to make a proper investigation 
and accept practically worthless property, the subscription cannot 
be held to have been paid. 

The rule, however, in regard to the issue of stock in exchange 
for property is subject to some difference of interpretation. Some 
states adhere to the true value rule, and look to nothing but the 
actual cash value of the property, disregarding wholly the ques- 
tions of motive, intent and good faith. In these jurisdictions a 
subscriber, in order to escape liability, must show that the prop- 
erty conveyed in payment of the subscription was its equivalent 
in money, and was worth in dollars the face of the shares. 

In other states, the good faith rule is recognized, and it is 
held that value is a matter upon which men may honestly differ, 
and it follows that if the parties fairly and in good faith value 
the property conveyed in payment of the subscription, the courts 
will not go behind their valuation. The same rule is also treated 
very differently in its enforcement. For example, by the Eng- 
lish rule a contract of subscription for stock is good or bad only 
as a whole, and not by subdivisions. Even if a subscriber has 
paid for his stock by the delivery of property which turns out to 
be worth less than the par value of the shares purchased, it is not 
possible to enforce a liability against him for the difference. The 
courts say there are two courses possible, and only two—one, 
that the corporation shall retain the property and the subscriber 
the stock, with no liability on either side, the other that the bar- 
gain shall be wholly disaffirmed, the subscription cancelled, the 
stock surrendered to the corporation, and the property returned 
to the subscribers. No court, they say, can make a new bargain 
for parties. It can only enforce or rescind one already made. If 
there is ground for recission in the lack of fair consideration for 
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the stock issued, then let the whole transaction be annulled, and 
the parties placed in statue quo. Otherwise it must stand as the 
parties made it. And this rule, in the absence of statutes, seems 
to be the generally accepted common law principle. In some 
states of this country it is still recognized; but in many there are 
statutory provisions, modified by the rulings of the courts, which 
depart from the principle. When this rule is adhered to, there is 
small comfort for creditors who discover that the capital stock 
which they believed to have been fully paid was really exchanged 
for property of less value, because they are told that the exchange 
may be avoided, perhaps, but in that event, the stock issued for 
the property will be cancelled and the property delivered, for the 
stock must be surrendered by the corporation to its original own- 
ers, thus depriving the creditors of even such satisfaction as 
might be found in the assets criticised. Such a transaction is 
rarely called in question with solvent corporations, because the 
corporation is estopped from doing so, and the creditors are not 
interested so long as they are sure of payment; and when insol- 
vent, it is not usually convenient or desirable to exchange property 
even of small value for the worthless capital stock. Therefore, 
in jurisdictions where the common law rule prevails, it may 
almost be said that there is no remedy for creditors when stock is 
issued for property at an over-valuation. Writers of legal 
treatises even say that by the laws of trade it is recognized as 
‘ customary to capitalize at a high figure, that it is easier to sell 
securities below par than at par, and it is often desirable by a high 
capitalization to keep dividends low and thus avoid trouble with 
competitors and law makers. This leads to the conclusion that 
credit cannot be based on capitalization at all, but must be 
founded solely on assets, disclosed by investigation, which is of 
course always a desirable course, but frequently impossible. A 
cure for this state of things has been sought in constitutional and 
statutory provisions which enact, as in Illinois, “No corporation 
shall issue stocks or bonds except for money, labor done, or 
money or property actually received; and all ‘fictitious increase 
of stock or indebtedness shall be void.” The Illinois enactment 
refers in terms only to railroad corporations, but the statute also 
provides in regard to all classes of corporations that “each stock- 
holder shall be liable for the debts of the corporation, to the extent 
of the amount that may be unpaid upon the stock held by him” ; 
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and under the provisions of this legislation the Illinois courts 
have compelled the payment on the application of creditors, in 
repeated instances, of sums lacking to make up the-par value of 
stock issued as nominally full-paid in exchange for property 
rights. 

A case recently terminated grew out of the “Spectatorium,” 
designed by Steele Mackaye for the Chicago World’s Fair. 
Under the contract in that case, each purchaser of bonds was to 
receive also an equal amount of stock in consideration of pay- 
ment of the par value of the bonds. The stock to the extent of 
$1,999,600 was issued to Steele Mackaye, in exchange for the 
right to use for fifteen years in certain states, subject to a ten 
per cent. cash royalty, eleven alleged inventions on scenic art, 
together with a play, to be called “The Great Discovery,” which 
Mackaye was to write, and which was never actually completed. 
Out of this amount of stock Mackaye returned to the company 

for promotion purposes a sufficient portion to meet the bond- 
holders’ claims. The court said nothing of the effect, if any, to 
be given to Mackaye’s return (for treasury purposes) of a large 
part of the stock issued to him as throwing light on the “full 
paid” character of the stock, or of the value of the consideration 
received by the company, but directed its attention to the value 
of the inventions and of the play, saying that the law required 
the directors, in collecting their subscriptions, to obtain from 
Mackaye money or money’s worth to the full amount. “Money 
or money’s worth,” they say, “means cash or its equivalent. If 
the directors saw fit to accept property in lieu of cash, they could 
only take it at its fair cash market value, if it was property which 
had an ascertainable market value. If it had no ascertainable 
market value, then the only price at which the directors could 
purchase it was such price as could be realized by selling it tc 
others for cash.” And the court adds, “It is no doubt true that 
if the directors, in the fair, honest and intelligent exercise of their 
judgment, make a mistake and accept property at a price greater 
than its real value, such cannot be regarded as a fraudulent over- 
valuation of the property, but that rule only applies where the 
transaction constitutes a valid contract of bargain and sale, made 
in good faith on the part of the directors and in the intelligent 
exercise of fair and honest judgment on their part.” Directors 
are not required to guarantee infallibility of judgment, but 
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Illinois, at least, requires an actual exercise of unbiased judgment 
by them. 

The court in the same case disposed of the theory that the 
bondholders could claim protection as innocent purchasers of 
this stock without notice of its being unpaid, saying the facts 
were quite sufficient to put a reasonably prudent man upon in- 
quiry. That is to say: if there was enough visible irregularity 
to set a prudent man to making inquiry, and if inquiry would 
have disclosed a lack of full payment, then whether a man 
inquired or not, the effect was the same and he was held bound to 
know what he might have discovered. The decree finally com- 
pelled payment of the full par value of this stock, so far as was 
required for discharging the debts of the concern. 

Another Illinois case which foliowed the same course involved 
The American Refuse Crematory Company, which was capitalized 
for a million dollars and issued all of its stock, except two shares 
for U. S. rights under a patent on garbage crematories. The 
court had the patent right valued and found it worth $50,500, 
and gave credit accordingly to each stockholder for 5% on his 
stock, compelling him to pay up the remaining 95% in cash. The 
court says that on the question of value reasonable allowance 
should be made for all expectations of success, although they 
may not be realized; and adds that the use in stock certificates 
of the statement that the shares are fully paid and non-assessable 
is the most common, as well as the most shallow and ineffective 
device to escape liability, and that it is questionable whether it 
ought to raise any presumption of payment. Purchasers of 
stock, says the court, “cannot claim protection as innocent buyers 
if the circumstances were such that a person of average intelli- 
gence would know the facts in relation to the original issue.” 

Not only patents but many other kinds of property have been 
employed in the attempt to pay up more capital stock than should 
have been issued. In a case which resulted in loss for many of 
the shrewd financiers of Chicago, the stock of the Los Angeles 
Cable Railway Company was used to pay up stock in an Illinois 
corporation known as the Pacific Railway Company. The rea- 
son for so doing was that under the laws of California stock- 
holders in corporations of this class are held personally liable for 
its debts, in proportion to their interest in the stock. The Cable 
Company had issued its shares as fully paid, on receipt of $32 
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per share, and was then insolvent. The Pacific Company as- 
sumed the debts of the California concern, and exchanged its 
stock with the holders of the western securities, share for share; 
but, unluckily, the Illinois courts were called on to appraise the 
California shares, and found them nearly worthless, and the 
Illinois stockholders were called on for cash to make up a total 
equal to the par value of their holdings, after giving credit for 
the $32 paid originally on the California stock. 

In Illinois, at any rate, it is a dangerous thing to hold stock 
which has not been fully paid with real and not stage money or 
property. Even if a company which is so organized that its 
stock has not in fact been properly paid, should prove to be suc- 
cessful for a time, there is always the possibility that under 
changed management or altered conditions, reverses might be 
experienced ; and the stock liability in this state not only attaches 
to the subscribers, but follows the stock into the hands of every 
holder who knew the facts, or was in a position where he should 
have known the facts about the original issue. 

In a case involving the Papillon Manufacturing Co., in which 
several very substantial citizens became stockholders, still a dif- 
ferent method of getting out the stock at less than par was pur- 
sued? All of the $600,000 of capital stock was originally sub- 
scribed and then, before the issue of any part of it to the subscrib- 
ers, the entire amount was pretended to be conveyed to the 
corporation and was thereafter called “ treasury stock ”—a name 
which has appeared in connection with a strange variety of cor- 
porate undertakings. Thereafter all parties acted upon the belief 
that by these steps the company had become the legal holder of its 
entire capital stock, and could thereafter put the stock on the 
market for less than its par value. And a great portion of the 
stock was sold for cash at prices ranging from five to eighty cents 
on the dollar of par value. When the natural result of insolvency 
followed, the stockholders learned too late that their plan did not 
meet the approval of the courts, and were forced to pay in the 
difference up to the par value of their stock. 

A Sangamon County enterprise, known as the “Illinois Agri- 
cultural Works” incorporated with an authorized capital of 
$300,000, exchanged its whole stock issue, as fully paid stock, 
for a manufacturing plant with seven and a half acres of land, 
worth altogether $75,000, subject to $70,000 of debts. It hardly 
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seems as if even the most hopeful person could have supposed 
the equity of $5,000 would suffice to pay up in full $300,000 of 
stock. Yet investors were found who paid fifty cents on the 
dollar for the stock, to the promoters who had issued it to them- 
selves. When the usual consignment of trouble arrived, it was 
mildly urged that there were prospects of profits in the business 
which should be considered in valuing the assets, and that no 
fraud was shown in the over-valuation of assets. The court 
brushed these suggestions lightly aside, remarking that so gross 
an over-valuation must be deemed fraudulent on its face. And it 
was further held that the purchase of stock at fifty cents on the 
dollar itself showed that the investors knew there was at least a 
fifty per cent. over-valuation. 

Creditors are not deprived of their rights against stockholders 
by the fact that they knew when credit was given the stock had 
not been fully paid—at least in Illinois, they are entitled to rely 
upon the legal requirement that if a man has not paid in full, he 
must do so if necessary. 

There has been some degree of relaxation of the strictness in 
enforcing this rule, under special conditions. Thus, it has some- 
times been held legal to pay in cash commissions to a person who 
procures subscriptions for stock, even though that commission is 
deducted from the subscription price, with the result that less than 
par is netted to the corporation. And in many jurisdictions it is 
held that when a concern is embarrassed, it may increase its 
stock, put it upon the market, and sell it for the best price to be 
obtained, without rendering the purchaser liable. While the fol- 
lowing language can hardly be reconciled with that of the Illinois 
statute, the United States Supreme Court has said: 

“To say that a corporation may not, when embarrassed and 
in need of funds, put its stock upon the market and sell it to 
the highest bidder, is practically to declare that a corporation 
can never increase its capital by a sale of shares if the original 
stock has fallen below par. We think a corporation may, for 
the purpose of paying its debts and obtaining money for the suc- 
cessful prosecution of its business, issue its stock and dispose of 
it for the best price that can be obtained.” 

It is hardly necessary, perhaps, to add to these remarks a 
statement that it is not always an easy matter to answer the ques- 
tion whether or not the holder of capital stock is liable to the 
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creditors of the company. As long as the several states pursue 
their present course in making laws on corporations, some im- 
posing more and more strictly upon officers and stockholders the 
personal liability which they sought to avoid in assuming a cor- 
porate organization; others bidding for a share of the fees for 
incorporation of large companies, by reducing and liberalizing 
their requirements ; so long there will be room for the activity of 
attorneys and judges in settling questions of stock liability. 

One of the states has by a simple device largely relieved itself 
of those controversies. Massachusetts has a law prohibiting the 
issue of stocks or bonds for property until the commissioners, 
chosen for that purpose by the state, have passed upon the pro- 
posed issue and approved the value of the property. The law 
has proved not only fair, but effective; and it has become neces- 
sary for Massachusetts promoters to exercise their activity by 
the permission of other states, where their balloons must be 
launched. 

Another plan, proposed on January 28, 1909, by a special 
committee on corporation law, appointed by the New York State 
Bar Association, has at least the advantage of the approval of 
three men who are unanimously recognized as leaders in that 
field. The purpose of that committee was to devise a method 
which, as they say, would prevent the “exaggerated capitalization 
which undoubtedly is possible under the existing laws of every 
or nearly every American state, and at the same time would 
compel investors to fix their attention upon actual value, free 
of the influence of what * * tends to become nominal or 
symbolic valuation.” 

The plan, in short, is to issue stock without the dollar mark, 
that is, shares which shall express no nominal or par value, but 
shall on their face purport to represent no more nor less than a 
certain aliquot part—a thousandth or a millionth, or whatever 
it may be, of the net value of the enterprise over and above all 
debts. These shares the board of directors would be free to sell 
as non-assessable, and on such prices and terms as they see fit; 
and the share capital, having no nominal or par value, would not 
be held out to the public as any indication of the actual capital of 
the corporation. If promoters or directors then desire to assert 
a money valuation for their shares, they could do so in such man- 
ner as would secure the confidence of their creditors; but they 
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could also be vigorously held to make good their representations. 
Perhaps this is one of the directions to be taken by the reform for 
which so many people are looking. 

Since from our several points of view, we all habitually incline 
toward conservatism, the example of Massachusetts and the plan 
of omitting the dollar mark may well seem desirable, and I may 
be permitted to close these rambling remarks by expressing a 
wish that these efforts may so result that some of us may yet see 
the time when intentionally watered stock is as obsolete an article 
of commerce as the “gold bricks” our good fathers used to 
purchase. 
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The Close of an Audit. 
By Morcan L. Cootey, C.P.A. 


In the literature upon the subject of auditing appears con- 
siderable matter describing the commencement and general con- 
duct of an audit, but not so much attention is devoted to the many 
important points connected with the close of the examination as 
is proportionately necessary. From a study of such matter, it is 
entirely possible for an auditor of little experience to make a 
fairly creditable showing during the opening and intermediate 
work of an audit; but on the closing operations a lack of full 
knowledge of the subject or ability to put information to the best 
use will greatly detract from the possible value of the examina- 
tion. 

Cases have been known where the value of the accountants’ 
services has been severely questioned on the ground that no im- 
portant information had been submitted as a result of the expen- 
diture of considerable time and labor, and in view of the results 
obtainable through measuring up to the standard to which the 
work of audits and examinations has been developed during the 
past few years, there may easily have been a just basis for the 
criticism. Is it not a fact that at least among those who may be 
termed the “provincial” auditors of this country, who have not 
had the benefit of training in modern schools and progressive 
accountants’ offices, the general idea of an audit consists in doing 
work which will enable them to make a certificate stating that 
they have “proved the correctness of the ledgers, journals and 
cash books, examined all vouchers and reviewed the postings,” 
appending thereto a copy of the bookkeeper’s trial balance or the 
treasurer’s balance sheet? Yet is it not also true that practically 
every audit provides possibilities for so dissecting and analyzing 
the accounts and transactions with their results as to obtain ma- 
terial necessary to the preparation of an intelligent and effective 
report, such as should be of real value to the management? One 
cause of this failure to secure the best results may be the tend- 
ency to differentiate between the terms “audit” and “examina- 
tion” to a disastrous extent. While an “examination” may be 
held to cover a somewhat deeper inquiry into particular matters 
for special purposes than would be embraced in an “audit,” yet 
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for practical use the terms are synonymous for the reason that in 
contracting for an audit the client usually expects to receive 
the full benefit of a general examination. 

As the audit nears the finishing operations, therefore, the 

auditor should endeavor to place himself for a time in the posi- 
tion of his client and should direct his labors to the end that 
when his report is submitted it will be a clear and concise exposi- 
tion of the affairs examined, so arranged as to call instant atten- 
tion to comparative increases and decreases in asset and liability 
balances, in percentages of details of cost of operation, sales, 
etc., together with such information regarding causes and con- 
ditions as may have a bearing upon the future conduct of the 
business. In addition to this, it may be said that practically never 
has the work of an audit been undertaken, for the first time, 
where there was no opportunity for bettering the working con- 
ditions and methods. While there are people who object to 
having their methods criticised, there are but few who will not 
listen to reason when the pocketbook is affected, and if good 
recommendations are made, with some demonstration as to prac- 
ticability and value, they will be gratefully accepted. Taking a 
friendly interest in this feature of the work and giving the client 
a little voluntary assistance will sometimes do more toward 
cementing the mutual interests of client and accountant than 
might be imagined. 
In reviewing the operations completed and preparing to 
close the audit, the accountant may well make a searching ex- 
amination upon topics similar to the following. A few points 
are considered with regard to the treatment of items in each 
classification, indicating both the opportunity for developing the 
subject and the results obtainable, without attempting to dis- 
cuss the scope of an audit. The point made is the necessity for 
the examining accountant to assure himself, before leaving, that 
his work has been thorough and complete, and that no detail has 
been omitted which from the client’s point of view might be 
beneficial. 


Mathematical Accuracy. 
Have all books, records and supporting documents 
been thoroughly examined and verified as to mathe- 
matical accuracy, including postings ? 
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It may be said that the above work consists entirely of opera- 
tions which any assistant should be qualified to perform, and 
calls for no special comment except that inspection should be 
made to verify its proper execution by the assistants. 


Proof of Income and Expense. 

Has all income been received which should have been 
received (so far as it may be possible to make verifica- 
tion) ; was every disbursement properly authorized and 
for a legitimate purpose; has full information been 
gathered regarding unauthorized or improper dis- 
bursements or other transactions; have all payments 
reached the proper parties; were all journal entries 
authorized and proper? 

Income from investments is quite susceptible of proof; income 
from sales involves a careful examination of allowances to cus- 
tomers and a verification of outstanding balances by communi- 
cating with customers or at least comparing statements with 
the ledgers and mailing them personally. In this connection the 
comparison of daily receipts with deposits is an operation having 
a value which is sometimes overlooked. Shipping records may 
be compared with sales records. In many activities it is possible 
to calculate and prove the sales, at least approximately, by de- 
ducting the closing inventory from the sum of inventory at 
beginning and the purchases, making due allowance for percent- 
age of profit, markdowns, etc. With regard to vouchers for dis- 
bursements, while an assistant should be competent to examine 
them, he should be required to reserve for the attention of the 
senior accountant everything which is not germane or in propor- 
tion to the needs of the business, or which in any way appears to 
require explanation. Under no circumstances, however, should 
papers belonging to a client be removed from his office; copies 
may be taken if necessary. 


Verification of Assets. 

Have the balances in current and investment asset ac- 
counts been fully supported by actual count or inspec- 
tion of certificates or other documents, deferred charges 
being supported by proper vouchers; were all charges 
to plant accounts in the nature of additions; are ac- 
counts receivable, notes receivable and securities prop- 
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erly valued ; has the matter of secret reserves and poten- 
tial assets received attention? 

The verification of assets calls for certificates from banks, reg- 
istrars, trustees, etc., regarding cash and securities in their cus- 
tody, and from officials of the company as to inventories. It 
is not customary for auditors to assume responsibility for the 
latter except as to mathematical accuracy, nor for plant valua- 
tions. 

An attempt should be made, however, to ascertain whether 
the prices of the more important items are based on cost or other 
values; to see that the items included have been credited to 
accounts payable; to see that no items are included which 
have been charged to customers but not shipped. Accounts 
and notes receivable should be examined and _ classified, 
those doubtful or overdue being reported upon; for securities 
it is well to prepare a schedule showing both book and market 
values. Upon the subject of secret reserves much has been said ; 
the auditor should bear the matter in mind, and if there appear 
to be items of this nature the certificate should be so qualified 
as to indicate that condition, since it would be no more right to 
certify a balance sheet as disclosing the true financial condition 
when all assets are not shown than it would be to do so if they 
were overstated. 


Verification of Liabilities. 

Are the balances in current liability accounts cor- 
rect; are the reserve accounts suitable, adequate and 
properly treated; are the issues of stocks and bonds in 
order; is every item in the surplus account authorized 
and legitimate; are any contingent liabilities concealed? 

There are a number of questions upon the subject of verifica- 
tion of liabilities which are hardly susceptible of satisfactory 
answers. The certificate of the financial officer may be taken 
regarding the amounts of accounts and notes payable; and the 
details of these items may be verified to some extent by com- 
parison with records of goods received, contracts, cash account, 
letter files, etc., but it is very difficult if not impossible to prove 
these balances conclusively. Where there is no stock transfer 
agent and the capital stock accounts are to be verified, the certifi- 
cate books should be the invariable starting point. 


36 


| 
q 
q 
i 
q 


The Close of an Audit. 


Schedules. 
Have proper schedules been prepared detailing such 
information as should be of value to the management? 
The treatment of supporting schedules should not be per- 
functory. It is quite possible that important facts may have 
been developed regarding some of the detail items which may 
not reach the management unless noted in the report. Regard 
should be had for proper classification, datal order, etc. 


Cost and Results of Operation. 

Have operating expenses been so analyzed as to pro- 
vide for an efficient detail classification in cost of sales, 
selling expense and general expense; have the sales 
been so analyzed as to allow the setting up of a trading 
account for each activity or class of product, the several 
results being brought down into a general profit and 
loss account ; is the arrangement of this classification of 
expense and sales such as to present percent- 
ages of details and totals in such manner as to pro- 
vide for effective comparison with future periods? 

In the classification of accounts and statement of operation is 
embraced some of the most important work in auditing, work in 
which a good deal of contingent value may be lost through 
ignorant or careless treatment. It is not necessary that a factory 
should be supplied with a thorough cost system in order that 
value may be given to this part of the report; it is here that 
the auditor shows whether he is an accountant or merely a book- 
keeping automaton, and whether he has administrative or merely 
imitative ability. From the skillful treatment of this subject, 
and by showing figures and results which had not previously 
been compiled, interest has often been aroused and systems 
thoroughly remodeled so that the information could come auto- 
matically in future. 


Segregation of Special Matter. 

Are all items foreign to the period under examina- 
tion, but entered upon the books in that period, made the 
subject of separate treatment in the profit and loss ac- 
count or surplus account; are all items not directly con- 
nected with the operation of the regular business of the 
company also treated separately? 
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While the matters mentioned above are not intricate and sim- 
ply need intelligent attention, unless that attention is given the 
statements compiled will be neither true nor valuable. 


Report and Supporting Information. 

Are the various matters in the report presented in 
logical sequence and with proper references; are the 
working papers full and do they contain complete infor- 
mation with regard to the construction of all exhibits 
and schedules, with supporting certificates; is sufficient 
data provided wherewith to answer any question that 
may be put regarding any part of the work? 


This brings up some very important topics A great deal 
depends upon the appearance of the report, as it is, and will be 
considered an index to the ability and character of the ac- 
countant. The vaiue of the comparisons of cost of production 
and sales; of figures used in computing profits or losses on 
various classes of product, taken separately; of information 
pointing to causes of embarrassment, such as insufficient work- 
ing capital, over-extension of credits, etc; and in fact of all 
collated matter, increases or suffers in direct ratio to his 
capacity. Improvements in the report can always be made, and 
it should be scanned and rewritten as many times and in as many 
places as are necessary in order to produce the most finished 
result. When seen as a whole, carefully typed, points sometimes 
come to the attention which passed unnoticed in manuscript, and 
when these points necessitate reference to working papers or 
to facts with which the operating accountant should be familiar, 
delay or even embarrassment may be caused if the necessary in- 
formation is not at hand. Hence the desirability of having work- 
ing papers complete and in full adjustment. 


Recommendatiens. 

Have recommendations for changes in system, if 
such appear to be necessary or advisable, been fully 
discussed and outlined ? 

Occasionally a client does not care to have his methods criti- 
cised ; but usually, when this is the case, it is because he places so 
great faith in his chief accountant or in the way he “has always 
done it” that it is difficult for him to realize that there are new 
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things in the line of accounting which might be helpful in his 
business. On the other hand, it is true that there are more ways 
than one of doing the same thing, and it may be that his methods 
are in fact the best for the peculiarities of his business. Recom- 
mendations should not be made merely for the purpose of mak- 
ing changes regardless of whether they will be helpful or other- 
wise to the client. Neither should an opportunity for making 
small changes which might be useful be enlarged to include many 
ramifications which would cumber the system with unimportant 
detail. The best way is to take careful note of the methods in 
use, the reasons for them, and their effects; to arrange in a 
general way the ideas which appear to be of advantage and to 
the betterment of the system and its obtainable results; and to 
discuss them carefully with the client and interested employees. 
Then, if it be the consensus of opinion that the innovations con- 
templated would be advisable and helpful, it is time enough to 
place them on record. If they are then authorized and installed, 
it is always well to keep in touch with their operation for a time 
and to answer freely the questions which always arise in an 
office where employees are becoming acquainted with new 
methods, to the end that the changes may be retained and used — 
to advantage rather than condemned through ignorance and sum- 
marily dispensed with to the general discomfort of client and 
accountant alike. As a matter of course, the client should be fur- 
nished with a detail report explaining the operation of all forms 
and methuds. 

The above does not attempt to cover all of the points in- 
volved in the successful conclusion of an audit; it is intended to 
be suggestive of the great value to the client of the results of 
intelligent work when shown in a properly compiled report, such 
compilation being naturally the last operation of an audit. In 
general, it emphasizes the facts that the crucial period of an 
audit is found in the closing operations, and that, while attaching 
all due importance to the proper opening and continuation of an 
examination, it is during the final summing up that the skill and 
intelligence of the accountant in charge is most severely tested in 
securing the highest potential value for time and labor expended. 
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EDITORIAL. 
Bank Examinations in Canada. 


The subject of bank examinations promises to be a live one in 
Canada in the near future. The chartered banks of Canada, of 
which there are now thirty in active operation with 2,000 
branches, are very powerful institutions. They hold their fran- 
chises under a general Bank Act, which is subject to revision 
every ten years. Technically the charter of each bank expires at 
the end of each decennium, and is renewed by Parliament. Prac- 
tically the franchises are perpetual, but are subject to modifica- 
tion by Parliament at the beginning of each decade. Next year 
the Bank Act will doubtless be much discussed in Parliament, and 
the two issues that now seem likely to receive most attention are 
taxation and examination. 

At the present time a chartered bank is examined by its own 
inspectors and by nobody else. The Canadian Association of 
Bankers, which is an incorporated organization, exercises some 
power of inspection over the note issues of the banks, but 
the inspection is superficial, for the Association’s represen- 
tative or examiner has no authority to test the assets of 
the bank which constitute, in addition to a 5 per cent. 
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safety fund and the double liability of stockholders, the 
main security of the notes. Bank officers hold, and with good 
reason, that the examinations conducted by their own staffs 
of inspectors are much more thorough than would be examina- 
tions conducted by government officials. The chief inspectors 
are paid large salaries, and are men who have had thorough train- 
ing in banking practices. All the affairs of a bank, both at the 
head office and at all the branches, are at all times open to the 
inspector and his assistants, and they are expected to report 
promptly to the executive officers all improprieties and irregulari- 
ties which they discover. 

From the point of view of the bank itself this system of in- 
spection is admirable, but to the people it does not seem quite 
the thing that a bank should be examined by itself alone. Within 
the last two or three years there have been two large bank fail- 
ures—both the product of speculation and imprudent advances to 
new enterprises—and depositors are beginning to demand that 
they be given greater security. It is doubtful if the bankers wili 
very vigorously oppose any agitation in favor of a more public 
system of examinations. They realize that they themselves must 
continue to depend on their own inspection staffs for that infor- 
mation which will guard them against loss, and they do not 
believe that any other kind of examination, whether by govern- 
ment officials or by independent chartered accountants, will give 
the depositor greater security than he now possesses, yet they 
doubtless realize that it would be impolitic to start a campaign of 
energetic opposition. 

Two plans of bank inspection in Canada are now being dis- 
cussed. One plan would turn the whole business over to the 
Bankers’ Association, the banks examining themselves jointly in- 
stead of separately as at present; the other plan proposes that 
each bank be required to let all its transactions be reviewed 
at least once a year by a chartered accountant chosen by the 
shareholders. Fortunately for the profession of account- 
ancy the second plan stands an almost even chance of being 
favored. Ten years ago it would probably have occurred 
to no one to suggest the compulsory audit of banks, for the num- 
ber of réputable accountants in Canada was very small. At 
present, however, the chartered accountants are well organized 
in mo:* of the provinces and held in high esteem among busi- 


4I 


| 


The Journal of Accountancy. 


ness men. The plan that contemplates their employment for the 
audit of the Chartered Banks will not be opposed on the ground 
that Canadian accountants are incompetent, untrustworthy or 
insufficient in number. 

Not long ago the president of one of New York City’s large 
banks—a man on the directorates of several large corporations— 
was asked why he did not favor independent audits of corpora- 
tion accounts by certified public accountants. “Because we are 
not sure we can trust them,” he replied. “Every business,” he 
continued, “has legitimate secrets, which must not be betrayed to 
its rivals. British corporations trust the British accountants, | 
know, but the standard seems to be higher there than it is here.” 
Whether this banker’s negative distrust of the American account- 
ant was justified or not, we will not discuss. The existence of 
such distrust, however, must not be ignored. American account- 
ants cannot by resolutions or appeals or by self assertion lift 
themselves as a class in the opinion of our foremost business men. 
They can do it only by hard, intelligent, conscientious work, by 
the observance of scrupulous honor in all their dealings, and by 
the avoidance of all practices that savor of quackery and brag- 
gadocio. 


Two Pathfinders. 


We find an interesting article in the Zeitschrift fiir Buchhal- 
tung of Linz, Austria, by Professor H. R. Hatfield, of the Uni- 
versity of California. It refers to that theory of accountancy 
which regards every system of double entry as being composed 
of two concurrent sets of accounts, giving the history of the same 
property in two ways, one as to its component parts, the other 
as a whole. In Germany this is sometimes spoken of as the 
“natural theory,” but more popularly as the “Zweikontenreihen” 
or “two-sets-of-accounts” theory. 

Professor Hiigli, the most active propagator of this theory, 
ascribed its origin to two German authors, Augsburg and Kurz- 
bauer, whose works appeared about the same time, “in the early 
fifties.” 

This is, substantially, the theory advocated by Professor 
Sprague in his “Philosophy of Accounts,” separating the “specific 
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accounts” (assets and liabilities) from the “proprietary” accounts, 
comprising in the latter the “economic” accounts which are 
tributary to the proprietorship. 

The object of the article contributed in German by Professor 
Hatfield is to show that these German writers were preceded, by 
several years, by two American writers, B. F. Foster and Thomas 
Jones, and he seems to have pretty well established his con- 
tention. 

Thomas Jones was a man of very clear intellect, a teacher of 
bookkeeping and other commercial subjects in the city of New 
York from about 1836 to 1866. Professor Hatfield shows by 
extracts from Foster’s writings that he openly admitted his in- 
debtedness to Jones for this theory and makes it appear very 
probable that Jones was the discoverer of the principle on which 
double entry, from this point of view, rests. 

The conclusion of the author of the article, after an exhaustive 
investigation, is that the credit of priority should be awarded 
to Jones rather than to Augsburg, these two having probably 
been independent discoverers. 

The names of the two series of accounts as given by Jones are 
“primary” and “secondary.” In a pamphlet of Jones’ entitled 
“Paradoxes of Debit and Credit Demolished,” to which Dr. Hat- 
field does not refer, the two series are designated as “business” 
and “financial,” not very satisfactory terms as Mr. Jones did not 
seem to consider that some accounts, like merchandise, as then 
kept, were mixed, part business and part financial. 

A notable quotation from Jones is the following, which re- 
bukes the fallacy of attributing the same meaning to all debits 
and the same to all credits: 


In each class of accounts the debit items are different in their nature, 
and one debit is like another no further than as it belongs on the left hand 
column of the account. 


Again: 
Any rule, therefore, which conveys the idea that all debits affect 


the merchant alike must render a clear comprehension of the subject 
impossible. 


In connection with the article in this issue by Mr. Harold D. Force, a 
member of the staff of the Comptroller of the City of New York, our 
readers will be interested in the following extracts from a report rendered 
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at the April meeting of the New York Chamber of Commerce by James G. 
Cannon, Chairman of the Committee on Finance and Currency: 


- Your committee has received the following letter from Comptroller 
etz: 

“TI would be gratified on personal grounds, and would esteem it a 
practical service to the city if your committee would examine the system 
that has been installed. I would suggest, if you see fit to make or to 
authorize such an examination, that you designate three competent ex- 
perts who can judge not only of its administrative value to the city, but 
of its technical features also, to make the examination and to report 
such recommendations as may seem desirable to them and to you. 

“If your committee desires to designate experts for the purposes indi- 
cated, I shall be glad to meet, personally, up to a reasonable sum to be 
agreed upon between us before this work is undertaken, the expense 
involved.” 

Upon receiving this communication, your committee carefully consid- 
ering the proposition made by the Comptroller, reached the unanimous 
conclusion that it would be for the highest interest of the public that it 
should undertake the work suggested by him. Therefore it named a com- 
mittee of experts, consisting of Mr. Maurice L. Muhleman, of its own 
membership; Mr. Francis F. White, of Deloitte, Plender, Griffiths & Co., 
and Mr. Robert H. Montgomery, of Lybrand, Ross Brothers & Mont- 
gomery, two accountants of established reputation, and instructed them 
to make an examination of the system installed in the finance department 
and to report what has been accomplished as well as what may need to be 
accomplished before making the administration of this great city depart- 
ment thoroughly efficient. It is only fair to state that the experts who 
have been selected considering this to be a work directly in the public 
interest, and therefore calling for a demonstration of civic spirit, have 
volunteered to give their services for such a sum as will scarcely more 
than cover their expenses. 


The Merchants’ Association’s committee on taxation and finance, 
whose membership includes Prof. Joseph French Johnson, F. A. Vander- 
‘lip, Herman A. Metz, Robert C. Ogden, Nathan Bijur and William B. 
Howland, has also reported a plan for reforming the city’s system of 
accounts, records and reports, with a view to abolishing waste in the city’s 
outlays due to absence of the checks afforded by a modern and efficient 
counting system. The committee advocates the creation of a board to be 
called the “ Commission to Revise the Public Accounts, Statistical Records 
and Reports of the City of New York,” to consist of the Comptroller 
and five others. This commission is to examine into the functions, or- 
ganization, operations and methods of every division of the city govern- 
ment, including the local courts, and those branches of the county govern- 
ments whose expenses are paid by the city. 


Cape Colony. 

The Society of Accountants in Cape Colony, it is stated, is using every 
endeavor to obtain an Act at this session of Parliament defining the posi- 
tion of members of the Society and providing a legal recognition of their 
status. It is expected that such an Act will be passed. 
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Sem1-ANNUAL MEETING OF BoarD OF TRUSTEES. 


The regular semi-annual meeting of the Board of Trustees of the 
American Association of Public Accountants was held in the roomg of 
the Drug and Chemical Club, 100 William Street, New York City, at one 
o'clock in the afternoon, on April 20, 1909. President J. E. Sterrett pre- 
sided. The following Trustees answered to the roll: Mr. Harry Treat 
Beers, of Connecticut; Mr. W. C. Newell, of Massachusetts; Mr. Geo. 
O. May, of Missouri; Mr. Edwin E. Gano, of New Jersey; Mr. John R. 
Loomis, of New York; Mr. John A. Cooper, of Illinois; Mr. Harvey S. 
Chase, of Massachusetts; Mr. J. P. Joplin, of Illinois; Mr. J. S. M. Good- 
loe, of Ohio; Mr. Robert H. Montgomery, of Pennsylvania; Mr. E. W. 
Sells, of New York; Mr. Jas. W. Fernley, of Pennsylvania; and Secretary 
T. Cullen Roberts. 

There were also present, by invitation, Mr. Adam A. Ross, Jr., chair- 
man of the Year Book Committee, 1908; Mr. Thos. L. Berry, chairman 
of the By-Laws Committee; and Mr. Edward L. Suffern, chairman of the 
Federal Recognition, and Uniform Bank Voucher Check Committees. 

Reports of the various committees were read. Interest naturally was 
taken in C. P. A. legislation, and the formation of accountant societies. 
Reference was made to Minnesota, Massachusetts, West Virginia, Colum- 
bia, Nebraska, Montana, Texas, Florida, Oklahoma, Utah, and other 
states. 

Mr. Newell of Massachusetts, in speaking of legislation in his state, 
said there were two bills introduced in the Legislature; one went into 
the House, the other into the Senate. The Senate bill asked for a com- 
mission of five men. The House bill asked that the Examination Board 
be composed of the Commissioner of Banks, the Commissioner of Cor- 
porations, and the Commissioner of Insurance. The House bill had a 
waiver clause, and the Senate bill had no waiver clause. It was expected 
that within a week, Massachusetts would have a C. P. A. law. 

An amendment to the By-Laws was suggested to the effect that the 
Auditors of the Association be elected from the state in which the annual 
meeting is held. 

The Year Book having been printed and published, and its success 
being assured, it was resolved that the price after July 1st be increased 
to $1.50. 

Considerable discussion was given to a bill proposed and probably to 
be introduced in Congress with respect to the creation of a body, known 
as “Federal Accountants,” to which body a C. P. A. of any state would be 
eligible for election. One of the provisions of the bill was that cor- 
porations should have their accounts certified by a “Federal Accountant.” 
It was maintained that the one person qualified to perform this duty was 
a Certified Public Accountant. 
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The desirability of bankers in the large cities requiring certified state- 
ments from borrowers was reviewed. 

On speaking of the report on Standard Schedules for Uniform Reports 
of Municipal Industries and Public Service Corporations, Mr. Harvey S. 
Chase, as chairman of that committee, said that he had presented a 
printed report * at the Atlantic City meeting in regard to water works in 
connection with the Census, and proposed to have a similar report on 
another subject at the next meeting. 

Progress was reported most favorably on the Uniform Bank Voucher 
Check. It was found that there were some difficulties in changing meth- 
ods; but wherever it had been introduced and tentatively adopted, it met 
with approval. The officers of one railway expressed their appreciation 
of this innovation, and hope was expressed that other railways would 
fall into line in what was considered a special advance in this direction. 

On the election of members, Mr. Arthur U. Fuchs, of 302 Broadway, 
N. Y. City (assistant to a Certified Public Accountant), was admitted 
an Associate at Large; and Messrs. Herbert Manning Brace, C. P. A., 
Charles Preston Chamberlain, C. P. A., and James Walter Barber, C. 
P. A., were admitted Society Fellows of the California Society of Cer- 
tified Public Accountants. Other applications stood over until the October 
meeting. 

The vacancy caused in the Board of Trustees by the death of Mr. 
Franklin Allen was filled by the appointment of Mr. E. L. Suffern as his 
successor; and the vacancy in the Executive Committee from the same 
cause was filled by the election of Mr. E. W. Sells. 


New Jersey. 


Delegates to the twenty-second convention of the American Associa- 
tion of Public Accountants, to be held in Denver. October 19 to 21 next, 
were elected at a meeting of the Society of Certified Public Accountants 
of New Jersey, at the Continental Hotel, Newark, April 13, 1909. Those 
chosen were: President, Edwin E. Gano, Bound Brook; W. Sanders 
Davies, East Orange; John E. Cooper, Cranford; and Richard F. Stevens, 
Newark. The alternates are: T. Cullen Roberts, Hoboken; George Wil- 
kinson, Plainfield: Benjamin F. Pabodie, Montclair: and Frank G. 
DuBois, Newark. 

A feature of the meeting was the presentation of handsome gold badges. 
to the four past presidents of the society, Richard F. Stevens, W. Sanders 
Davies, Frank G. DuBois and T. Cullen Roberts. 


A paper was read by Henry C. Magee, Camden, on “Some of the 
Possibilities in the Future of Accounting.” A discussion which followed 
was participated in by all present. 


* This report was accidentally omitted from the Year Book, and is now published in 
this number of Taz JouRNAL, see Page 47. 


6 


Report of the Committee on Standard Schedules 
For Uniform Reports Upon Municipal Industries 
And Public Service Corporations. 


At the meeting of the American Association held at Columbus, Ohio, 
in October, mm a committee on Standard Schedules for Uniform 
Reports upon Municipal Industries and Public Service Corporations sub- 
mitted its report in print, giving account of its activities and presenting 
schedules, both summary and detail, intended as standard forms for 
annual reports of the financial transactions of gas companies, or of gas 
and electric companies, or of municipally operated gas plants. These 
schedules were submitted subject to such changes as further experience 
might require, and were not considered final by the committee or by the 
Association. The committee was continued until the meeting of the 
Association at St. Paul in October, 1007, when a short final report was 
made. The report was accepted and the committee discharged. 

On January 28, 1908, a new committee was appointed by President 
E. W. Sells, with the same membership as before. This committee’s 
instructions from the Association were as follows:—“It is desirable that 
your committee should give immediate consideration to the financial 
schedule for water works, together with the instructions accompanying 
it, recently submitted by Dr. L. G. Powers, Chief Statistician of the 
Bureau of the Census, Washington, D. C.” 

On February 3, 1908, the chairman notified the members of the appoint- 
ment of this committee, and advised that a meeting be held during Feb- 
ruary in New York. On February 17 notices were sent concerning a 
meeting to be held at the Lawyers’ Club, Equitable Building, New York 
City, at one o’clock, February 26, for the purpose of meeting Dr. L. G. 
Powers and discussing the questions relating to standard schedules for 
water works which Mr. Powers had in preparation for a forthcoming 
census bulletin. The meeting was held, a majority of the committee bein: 
present or represented, and Dr. Powers’s schedules were submitted an 
discussed. The meeting was adjourned to the City Club at seven o’clock 
the same evening, where the discussion was continued. Copies of a pre- 
liminary draft of these schedules prepared by Mr. Powers were left with 
each member at the meeting, or forwarded to those unable to attend. 
Mr. Powers requested each member of the committee to correspond with 
him concerning the schedules, and make such suggestions as appeared 
important or desirable. 

Copies of correspondence with members of the committee and with 
Mr. Powers subsequent to this meeting are attached hereto. 

During the spring and summer Mr. Pieen has been in touch with the 
various water-works associations of the country, and with many water- 
works engineers, accountants, managers, etc., and has had the benefit of 
their suggestions relative to the proposed standard schedules with the 
result that the forms submitted herewith are, in the opinion of your 
committee, exceptionally well designed and classified. 

As the present report of your committee must deal solely with these 
water-work schedules, the following comments are submitted. 

On August 29, 1908, in anticipation of the present report, the chair- 
man of your committee wrote to Mr. Powers requesting that he send to 
— pa of the committee copies of the schedules as finally com- 
pleted. 

On August 31 Mr. Powers replied, enclosing typewritten copy of the 
schedules and the accompany text and, subsequently, a copy of the first 
page-proof of the water-works matter was forwarded to each member of 
the committee. 
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COMMENTS UPON THE SCHEDULES AND ACCOMPANYING 
TEXT. 


The opening paragraph of the text which constitutes Appendix B of 
the new volume of Municipal Statistics, prepared by Dr. Powers and Mr. 
Baker, sets forth present conditions, as follows:—“The desirability of 
following a uniform plan of presenting statistics in the annual reports of 
water-supply systems has been publicly recognized for more than twenty- 
five years. Three separate organizations of officials and engineers en- 
gaged in the construction and operation of such systems have framed 
schedules designed to secure uniformity. Notwithstanding this, compara- 
tively little uniformity has yet been achieved. This failure is partly due 
to the framing of a separate schedule by each of the three organizations, 
but inasmuch as only one of these schedules has ever been used, and that 
by only a comparatively few systems, the present lack of progress toward 
uniformity must be attributed more to a limited appreciation of the value 
of comparable statistics than to any other cause.” ‘ 

“The water-supply schedules which the Bureau of the Census presents 
herewith for constructive criticism result from an attempt to set forth in 
logical and functional order all the more pertinent facts relating to the 
construction and operation of municipal water-supply systems. If the 
schedules are too extensive and too detailed, it is because the aim has 
been to make them ideally inclusive, with the idea that they may be short- 
ened, if necessary, to make them practicable for actual use.” 

In the introduction to Part II of Appendix B, “Uniform Accounts and 
Financial Reports,” Mr. Powers says:—“Uniform accounts the only basis 
for comparable statistics. When statistics, such as have been attempted 
by the Bureau of Labor, the Bureau of the Census, water-works associa- 
tions, technical journals, and state boards, are based, upon uniform 
accounts and reports they will be accurate and provide comparable data. 
But with the existing diversity of accounts ol reports, most compila- 
tions provide data that are more or less noncomparable. Further, an 
attempt to compile comparable statistics involves large expenditures of 
money which can be secured and justified only at rare intervals. As 
precedent to the annual compilation, at a moderate expense, of compar- 
able financial statistics of water-supply systems, the reports of such sys- 
_ tems must be based upon uniform accounts. This fact was early recog- 
nized by the most prominent workers in the American and New England 
water-works associations, as has been stated on a former page. But the 
preparation of a scheme of accounts which will meet the complex and 
varying conditions of all American water-supply systems involves more 
labor and study than anyone connected with the associations of water- 
supply systems has been willing to devote thereto. Hence, the water- 
works associations have prepared only outlines of uniform reports, and 
have not attempted to formulate a scheme of standard accounts. At 
present, however, questions of municipal ownership and of municipal con- 
trol over water and other public utility enterprises are demanding more 
perfect, as well as uniform, accounting for these enterprises. The Bureau 
of the Census, believing that it should at an early date greatly extend the 
scope of its statistics on water-supply enterprises, but realizing that only 
small success can be obtained unless better accounts are adopted by water- 
supply systems, has given much study to the subject and herewith presents 
a scheme of uniform accounts for the consideration of city officials and 
managers of private water « »mpanies. The outline here presented has 
been submitted to a large number of persons interested in the subject, and 
the Bureau of the Census wishes to acknowledge with thanks the great 
assistance received from the officers and individual members of the 
American and New England water-works associations.” 


Definitions of “income,” “ yi ” “outlays, 


revenues,” “expenses, whe 


receipts” 


and “payments” are then given, followed by an explanation of the scheme 
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of accounts upon which a standard classification should be based. Five 
orders of accounts are suggested—1. Summary or controlling accounts, 
such as “income accounts,” “expense accounts,” etc. 2. General accounts, 
indicated by Roman numerals, such as “I. Income from water service,” 
“II. Income other than from water service,” etc. 3. Subgeneral accounts, 
indicated by capital letters, such as “A. Pay rates for private consumers 
within the city,” etc. 4. Primary accounts, indicated by Arabic numerals, 
such as “1. Metered domestic rates,” etc. 5. Subprimary accounts, indi- 
cated by small letters, which cover further subdivisions of the “primary 
accounts” when necessary in the accounting of large enterprises. 

“The summary, general and subgeneral accounts are arranged for the 
purpose of grouping the different items of income and expenditure, and 
of property and equipment, under certain general heads, so as to admit of 
their presentation in a condensed form in published reports and statistical 
summaries. The subgeneral accounts may also be used as the only, or 
at the least the principal, accounts of small water-supply enterprises, with 
a gross annual income not exceeding $25,000, whose operations do not 
warrant greater detail in accounting. The primary accounts are provided 
for the use of the larger systems—those having a gross annual income of 
$25,000 or over. Cities and corporations operating such systems may also 
use subprimary accounts in whatever detail they may desire. No sug- 
gestion is here made for such accounts other than that they should be 
so arranged as to be subordinate to the primary accounts mentioned in the 
tentative scheme of accounts.” 

“Operation accounts. The term operation or operative accounts is here 
applied to those accounts of water-supply enterprises in which are re- 
corded their income and their expenses of operation.” * a 

“The summary and general operation accounts are as follows: 
Gross income from operation. 

Income from water service. 
II. Income other than from water service. 
Total expenses of operation. 
Group 1. Expenses of water service. 
III. Expenses of general management. 
IV. Expenses for collecting and supplying water. 
V. Expenses for water service repairs. 
VI. Expenses for water service insurance. 
VII. Expenses for water service depreciation. 
Group 2. Expenses other than for water service. 
VIII. Miscellaneous expenses. 
IX. First charges.” * * * 

“As subordinate to the two general income accounts there are ar- 
ranged 12 subgeneral and 46 primary income accounts, and as subordinate 
to the seven ere operation expense accounts there are arranged 18 
subgeneral and 144 primary accounts.” * * * 

“Allocation accounts. The Bureau of the Census employs allocation 
as a generic or common designation of all accounts kept with interest and 
other amounts paid or payable from the net income of operation or gross 
profits, and those that are received or receivable for meeting the losses 
of operation. The allocation accounts tentatively suggested include two 
subgeneral and nine primary accounts, and one supplemental.” 

“Working accounts. The students of the subject as well as account- 
ants frequently have occasion to speak of the accounts here designated 
‘operation” and ‘allocation’ accounts as a single whole. The term most 
commonly employed at such a time is that of ‘operation’ or ‘operative 
accounts, but this use of the term leaves no special or characteristic 
designation for these accounts for which the designation ‘operation ac- 
counts” has been employed above. More or less confusion thus exists 
in the accounting world, due to the lack of uniformity in this respect, 


49 


) 
= 


The Journal of Accountancy. 


and will continue to exist until accountants agree upon some common 
usage. It is here suggested that the word ‘operation’ or ‘operative’ as 
a common designation of accounts, be limited to those with income and 
operative expenses, and that the term working accounts be employed as 
a common designation of all operative and allocation accounts.” 

“Property accounts. The general term property accounts is here ap- 
plied to the accounts with the cost and the present value of the water- 
supply system and its extensions, additions, and renewals. The sug- 
gested primary accounts include six general, sixteen subgeneral, fifty-eight 
primary, and one hundred and one subprimary accounts which are men- 
tioned in detail in the tentative scheme of accounts.” 


SCHEDULES. 


“The suggested classification of income accounts has been arranged 
rimarily to provide data for an intelligent establishment of rates. It is 
sed upon the equitable principle that all services furnished by water- 
supply enterprises are valuable, and that income from such services should 
in all cases be commensurate with the services rendered. It assumes that 
water furnished the city has a value, as has that supplied to a private con- 
sumer, and that the rate for such water should be established on the same 
principle or basis that governs the establishment of rates for patrons in 
general. Only when these principles are recognized in the making of 
rates will the accounts and reports of water-supply systems disclose the 
value of the services rendered by them to cities, the compensation in the 
form of water service which a privately operated system makes for fran- 
chise privileges, or the benefits which cities realize from municipally oper- 
ated plants.” * * * 
EXPENSE ACCOUNTS. 


“Classification of operating expenses. The operating expenses of 
water-supply systems are separable into two pln maar expenses for 
water service, and (2) expenses other than those for water service. The 
expenses of water service are separable into two classes—(1) expenses 
of general management, and (2) departmental expenses. General man- 
agement expenses are those which relate directly to the business as a 
whole, while departmental expenses are those which relate primarily to 
particular departments or branches of the service. 

“The general management expenses of water-supply systems are here 
subdivided into three classes, referred to as general administrative ex- 
penses, accounting expenses, and operating management expenses. The 
departmental expenses are separable into those (1) for collecting and 
supplying water, (2) for water service repairs, (3) for water service in- 
surance, and (4) for water service depreciation. Each class of these 
expenses is represented by a general and one or more subgeneral accounts, 
and by a number of primary accounts.” * * * 

“Repairs and renewals distinguished. Repairs and renewals are gen- 
eral designations for all mechanical changes effected in buildings and other 
structures, or in machinery and other equipment, which have as their object 
the keeping of such buildings, structures, machinery, and equipment in a 
condition suitable for use or the restoring of the same to a sound condition 
after decay, waste, or partial destruction; and for the substitution of new 
buildings, structures, machinery, and equipment for old ones which have 
become worn out or obsolete. Repairs are changes which have as their 
primary aim the maintenance of buildings, structures, machinery and 
equipment in as good and as serviceable condition as, at the time of 
their acquisition or construction, they were expected to be at the specified 
time of repairs; while renewals are changes which have as their primary 
aim the restoration of the buildings, structures, machinery, and equipment 
to a state or condition as good as, or better than, that existing at the time 
when the displaced property was acquired or constructed. 
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“The substitution of a new part, as a wheel in a machine, a grate in a 
boiler, or any part in any other apparatus or equipment, is to be treated 
as repairs, while the substitution of a new engine, boiler, pump, machine, 
or other apparatus for an old one is to be treated as a renewal.’ orth tit 

“Depreciation. Depreciation is a general designation of the gradual 
diminution in value which is caused by wear, decay, displacement, or ob- 
solescence in the value of buildings and equipment, and of the sudden 
diminution which results from fire or other destructive forces. It is never 
actually or relatively the same for any two establishments, even of the 
same industry. For this reason it is impossible to frame concise general 
rules for making allowances for depreciation, which will not in their appli- 
cation be attended with a large margin of possible error. To use such 
rules without causing errors, those employing them must have for each 
individual establishment exact data based upon inspection, showing how 
far and in what respects its actual depreciation differs from that of the 
average establishment of its class. For this reason a physical examina- 
tion and appraisal of waterworks should be made every ten years, or even 
more frequently, in order to provide the basis for an approximate state- 
ment of the annual loss chargeable, as an expense, to depreciation. In the 
absence of such exact data for each water-supply system, however, it is 
to be assumed that depreciation takes place according to the average life 
of the several parts of such a system and of water-supply plants as a 
whole. The knowledge at the command of the Bureau of the Census 
leads to the conclusion that this average life is approximately as follows :— 
For horses, carriages, automobiles, and laboratory fixtures and meters, 10 
years; office furniture and general equipment, 15 years; boilers, steam 
pipes, and filtration equipment, 20 years; engines, pumping machinery and 
wood pipes, 5 years; masonry of filtration plant, cribs, iron water pipes, 
intake pipes, fire hydrants, stand pipes, and buildings, 50 years; reservoirs, 
tunnels, and aqueducts, 100 years; and for the water system as a whole, 
50 years. 


“The depreciation which affects the value of a water-supply system, a 
record of which should be included in the property account, is of two dis- 
tinct classes—physical and functional. Physical depreciation is a lessen- 
ing of the value of the property, equipment, or construction due to decay, 
wearing out, or destruction, while functional depreciation is a lessening 
of value due to obsolescence of property, equipment or construction. The 
first is a loss due to changes in the system itself or in some of its parts; 
the second is a loss due to changes outside the system, such as takes place 
when a new invention makes it more economical to substitute a new pump, 
engine, or other apparatus for an old one in a fairly good physical con- 
dition, or when & city with a good water system suited to its needs doubles 
or quadruples its population and is thereby forced to substitute new pipes 
of large capacity for older ones of smaller capacity. 


“Physical depreciation is met with in the management of all water- 
supply systems. It is the only depreciation which occurs in the case of 
enterprises which install pumps, pipes, and equipment and construct dams 
and reservoirs that are usable until worn out or destroyed by the action 
of time. The amount of this depreciation which has taken place at any 
given time can only be determined approximately by a physical examina- 
tion every ten or fifteen years. Such an examination will usually deter- 
mine the rate of physical depreciation and thus provide data for estab- 
lishing a rule for computing the current physical depreciation to be 
charged in general expense account VII and its accompanying primary 
accounts. The property accounts should show for each individual piece 
of property, equipment or construction the date of its acquisition or con- 
struction, its original cost, its value at the time of the physical examina- 
tion, and its current computed depreciation together with the total of 
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such depreciation to date, and thus the computed Present value of such 
property, equipment, construction, etc.” 


SUMMARY SCHEDULES. 
Part I. FINaNncriAL TRANSACTIONS FOR THE YEAR ENDING.............. 
INCOME. 


I. Income from water service: 
A. (1 and 3) Domestic pay rates within city $.........- 
A. (2 and 4) Manufacturing and commer- 
cial pay rates within the city...... .......... 
B. ( 53 and 7) Domestic pay rates outside of 
B (6 : and 8) Manufacturing and commer- 
cial pay rates outside of city.......... ..csseeees 
C. Pay rates for other water companies. . 
D. Fees for shutting off and turning on 
G. Free rates for private comsumers...... .......... 
H. Water used by water-supply system.... .......... 
II. Income other than from water service: 
I. Income from accessory enterprises... .. 
J. Earnings of invested funds............ 
K. Interest on cash balances in bank...... .......... 
L. Income from miscellaneous sources.... .......... 


Gross income from operation.... Dchiyduass 


EXPENSES. 
Group I. Expenses or Services. 


III. Expenses for general management: 

IV. Expenses for collecting and supplying water: 
Expenses for care of source of supply.. $.......... 
Expenses for care of intakes and aque- 

Expenses for purification of water..... .......... 
Expenses for pumping water.......... 
Expenses for transmission and distribu- 

U. Expenses for distribution of water......  .......... 


OM 


V. Expenses for water service repairs: 
Repairs of general management buildings 
PP. Repairs at source of supply.......... .......0.; 
QQ. Repairs of intakes and aqueducts.... .......... 
RR. Repairs to purification system.......  .......... 
SS. Repairs of pumping system..........  .......... 
TT. Repairs of transmission and distribu- 
UU. Repairs to distribution system...... .......... 
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VI. Expenses for general and water service 


VII. Expenses for general and water service 
Total expenses for water service... cane dense 


Group II. Expenses OrHER THAN FoR WATER SERVICE. 


VIII. Miscellaneous expenses: 


V. Expenses of accessory enterprises..... 
W. Expenses of invested funds........... 


IX. First charges (or water and taxes): 
Y. Cost of water (water rights, etc)...... ae 
Z. Division 1—Taxes and franchise dues 
other than those paid to operating 


SUMMARIES OF RESULTS. 


Concerning “profit and loss accounts” the following explanations are 
given. “The principal, if not the sole value, of the working accounts of 
an enterprise consists in the administrative assistance that is rendered by 
the information which may be derived therefrom in the form of sum- 
maries of results. Among such summaries the first place in many re- 
spects is held by the account to which the designation profit and loss is 
most commonly given. This account is sometimes prepared in a single 
section, but is most valuable for administrative purposes when arranged 
in two or more sections. The Bureau of the Census suggests a three- 
section profit and loss account for the water-supply enterprises adopting a 
uniform classification of accounts, such as is suggested in this appendix. 

The first section, which may be spoken of as an “operation,” an “opera- 
tive,” or a “gross profit” section, includes a summary of the operation 
accounts for which a classification is presented. Into this section of the 
profit and loss account would be closed the “gross income from operation” 
and the “total expense of operation.” The balance of the account may 
with propriety be called “net income from operation,” or “gross profit” 
when the income exceeds the expenses. When the expenses exceed the 
income, the balance may be referred to as “loss from operation.” The 
former may also be called “surplus from operation” and the latter “deficit 
from operation.” 

If the profit and loss account is arranged as has been suggested, the 
operating or gross income section would be closed into a second section 
here designated “net income.” In this section the “gross profits” of the 
first section, if such there be, are recorded on the one side and the “interest 
expenses” from accounts 300 to 302 on the other. When the balance of 
section one is a “loss from operation,” this loss is recorded in the second 
sections of the profit and loss account on the same side as interest ex- 
penses. The balance of this section is here called “net profit” or “net loss” 
according to its character. It is also frequently called “income surplus” 
or “income deficit.” 

The ———s balance is carried forward and entered on the appropri- 
ate side of the third or “appropriation” section of the profit and loss ac- 
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count. Into this section should be closed accounts 303 to 311.* The 
balance of the two sides of this section is either a current surplus or a 
current deficit, which may be distinguished from the surplus or deficit 
disclosed by the first and second sections by being designated in the case 
of a private enterprise as an “appropriation surplus” or an “appropriation 
deficit,” since it is a surplus of income and resources appropriated over 
the expenses, and the appropriations for specified purposes met from the 
income. The same designation may be employed in the case of municipally 
operated enterprises, or the term “budgetary surplus” or budgetary deficits” 
may be substituted, the appropriations of governments being made as a 
rule by an act or ordinance most frequently spoken of as a budget. The 
surplus or deficit last mentioned is one resulting from the transactions of 
the current year, and hence the terms given above should, to be fully de- 
scriptive, include the word “current.” When current surplus or deficit is 
combined with the surplus or deficit resulting from the transactions of 
prior years, the result constitutes the appropriation or budgetary surplus 
or deficit to date. 
Prorit anp Loss Account. 


Gross income from operation................. 
Total expenses Of 
Gross profit or net income from operationt 
Net profit or net income surplust...... 
Dividends and assessments............. $...... ides 
Net investment transfers.............. 
Current appropriation surplus§........ 


It would be impracticable within the limits of this report for your 
committee to comment at length concerning further schedules in the 
Census bulletin to which the attention of the members has been directed. 
These additional schedules of the bulletin comprise detailed “primary” 
accounts for income and for expense; similarly detailed accounts for 
properties and plant; primary “allocation” accounts; a condensed balance 
sheet and a seven-paged tabulation entitled “Suggested Outline Scheme 
for Uniform Reports of General and Physical Data by Water-Supply 
Enterprises.” 

Through the kindness of the Census officials copies of the bulletin 
containing all of these water-supply schedules will be obtained later for 
distribution, and your committee particularly desires to direct the atten- 
tion of the members of the Association to these Census publications and 
to express its appreciation of the very valuable results which may now 
be derived from the laborious investigation and careful study which Dr. 
Powers and his assistants have given to the preparation of the bulletin. 
This publication marks a very great step forward along the line of Stand- 
ard Schedules for Uniform Reports upon Municipal Industries and Public 
Service Corporations. 

Your committee respectfully presents its report and begs to be 


discharged. 
‘ By HARVEY S. CHASE, Chairman. 
Committee: 
L. H. Conant, Duncan MacInnes, R. H. Montcomery, 
A. Lowes Dick1nson, S. R. MitcHett, H. S. CHase. 


*Dividends, apportionments, assessments, appropriations for sinking funds 
depreciation fund, other reserves, and capital account transfers. ont 
+The excess of expense is here called ‘‘total loss from operation.” 
he excess of interest and other expenses is here called ‘‘net loss."’ 
The excess of all expenses, charges, and payments, is here called ‘‘deficit " 
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The Relations Between the Accountant 
and the Banker.* 


By A. Lowes Dickinson, C.P.A. 


The importance to the banker of a thoroughly honest, independent 
and impartial body of men, such as now fill the ranks of the profession 
of public accountant, consists, aside from the audit of the accounts of cor- 
porations in whose securities the banker may be interested, in the ser- 
vices which the members of that profession can render: 

(x) In counection with the examination of the bank itself, and (2) 
in the preparation of balance sheets and accounts relating to the affairs 
of customers of the bank, which are furnished to the latter for the pur- 
pose of aiding it in determining questions of credit. 

The independent examination and verification by public accountants 
of the cash, securities and accounts, etc., of banks is a practice of com- 
paratively recent growth. Fifteen years ago examinations of this kind 
were seldom, if ever, made except in instances where fraud or embezzle- 
ment were either suspected or known to have occurred. Gradually there 
has grown up a conviction in the minds of progressive bankers that such 
examinations are the best available means of protection, and hence many 
banks are now examined once or oftener each year by public accountants, 
usually upon the instructions of the directors. 

This form of examination should not be confused with that made 
under governmental authority by the national bank examiner. The 
examinations by the latter are of a limited scope, and have never been 
intended to take the place of a thorough audit. It is true that much valu- 
able work has been done by the national bank examiners, but it is equally 
true that much harm has resulted from the unwarranted confidence that 
has been placed by the public in the sufficiency of these examinations. 
National Bank examiners themselves, as well as the comptrollers of the 
currency, have on several occasions pointed out the importance of a 
complete audit made by competent public accountants qualified for this 
work. 

The number of cases of loss and embezzlement among banks, which 
come to public notice, in addition to the much larger number which are 
known only to a limited circle, suggests that the accounting systems of 
banks are not, as a general rule, so efficient as they should be, and this 
is a fact well known to public accountants familiar with the subject. It 
is not too much to say that scarcely a single instance of bank failure or 
embezzlement has occurred during recent years which might not have 
been prevented by the earlier adoption of proper systems of accounting 
and of internal check, coupled with periodical rigid examinations by 
independent and skilled public accountants. 


* Reprinted from the New York Sun, 
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The question of system is of the utmost importance, not only from 
the standpoint of safeguarding transactions, but also with a view to 
obtaining full and accurate information regarding the business of the 
bank. During the last twenty years commercial accounting has been 
revolutionized and the standard of efficiency wonderfully improved; but 
it can hardly be gainsaid that bank accounting has not improved in the 
same degree. At the present time the large industrial corporations, 
notwithstanding the greater complexity of their transactions and accounts, 
obtain information regarding their costs, sales, etc., which is far more 
accurate and exhaustive than that obtained by banks as to their earnings 
and expenses. 

Examinations are frequently made by the directors themselves, who 
are usually busy men of affairs unable to spare the time, even though they 
have the qualifications necessary, for a proper examination; or are men of 
leisure without the experience and training required for a competent 
examiner. Their methods are usually such as would iail to detect any 
irregularities, and often lack the essential feature of a thorough bank 
examination, viz.: that it shall be made without notice. 

That bank directors and officials are becoming more keenly alive to 
the value of such examinations is evidenced by the steady increase in 
this class of work experienced by the leading public accountants of the 
country, although up to the present date only a small portion of the banking 
institutions of the country have availed themselves of the opportunities 
now open to them. 

The second phase of the relation of accountants to bankers is in 
respect to credit information; but as yet this is in its infancy, although it 
seems likely that important developments may soon occur. 

As long ago as 1892, a leading banker delivered an able address in 
Philadelphia on the subject of bank credits, which may be taken to 
mark the first comprehensive discussion of this important and difficult 
subject. In that address he laid stress upon the importance of more com- 
plete statements of assets and liabilities, and other important items relat- 
ing to the financial standing of the concerns offering notes through 
brokers. At that time, accountancy as a profession in this country was 
but little known, and for this reason doubtless it was not thought prac- 
ticable by the speaker to recommend anything in the way of an audit of 
such statements. By the adoption of uniform statement blanks the Ameri- 
can Bankers’ Association and the various state associations have made 
substantial progress in building up a basis for credit information; but 
uniformity of blanks will not assure correct statements thereon, and the 
same banker in again discussing the subject before the New Jersey State 
Bankers’ Association, at a meeting in Atlantic City, March 17, 1905, thir- 
teen years after his first address, urged that a farther step should be 
taken “by establishing the custom of requiring statements of financial 
condition to bear joint certificates of a certified public accountant, and 
an engineer.” This position was sustained by cogent reasoning, and to 
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a limited extent the recommendation outlined by him has been adopted 
in individual cases. 

No plan looking toward a general application of such a rule has as 
yet been adopted by the American Bankers’ Association or by any of 
the state bankers’ associations, but recently the Committee on Credit 
Information of the former body has presented a very able report upon 
this subject, and it seems probable that the recommendations of this com- 
mittee will meet with favorable consideration. Briefly stated, the com- 
mittee’s thought is that the clearing house associations in the larger cities 
should establish a plan of registration for notes issued through brokers, 
and that as a requirement of registration, the prospective borrowers, with 
certain exceptions, shall furnish annually a statement of condition which 
has been audited by an independent accountant whose certificate shall be 
attached to the statement. The profession of accountancy has, through 
a rapid development in recent years, reached a position in point of 
numbers and efficiency that makes this recommendation of the committee 
entirely feasible in practice. 

To any one familiar with the very loose methods at present in vogue, 
it is obvious that the time is at hand when some method of regulation 
should be enforced. The honest and responsible borrower who disposes 
of his paper through a broker knows that there is a certain percentage, 
even though a small one, of borrowers who from ignorance or design 
fail to reveal significant facts in the statement which they furnish, and 
he also knows that the banker has no means of accurately discriminating 
between one concern and another. It is, therefore, distinctly to the 
advantage of the good borrower that his real standing should be known 
in a manner unquestionable. That there seems to be no doubt on this 
point is evidenced by the increasing number of such borrowers, who 
voluntarily furnish audited statements to the brokers through whom they 
sell their notes. 

Authentic statements of condition are recognized as the best basis 
upon which to determine credits, and a certificate of a responsible firm 
of accountants attached to such a statement would, it is generally con- 
ceded, remove the present element of uncertainty, and be of great value 
to bankers and to the class of borrowers affected thereby. 

In conclusion, it seems reasonable to suppose that in the near future 
the banker, just as he relies upon the lawyer for his help and counsel in 
legal affairs, will, in a like confidential manner, lean upon his public 
accountant in matters relating to accounts and business administration, 
both as to the internal affairs of his own institution, and also in his rela- 
tions to borrowers or other customers. 
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Correspondence. 
Contract Work: Is it Profesional oc Profitable ? 


SEATTLE, WASHINGTON, March 20, 1909. 

To THe JouRNAL oF ACCOUNTANCY: 

By “contract work,” in the present connection, is meant investigations 
and first audits undertaken by accountants for a lump sum price, or, to 
use a more polite term, an “inclusive fee.” 

The objects of the client in asking for a contract price are usually 
two: First, to ascertain what the total cost of the work will be; second, 
to obtain competitive bids. As to the first, perhaps the client should not 
be harshly criticised for displaying some curiosity regarding his probable 
outlay. As to the second, here again it is hard to blame the client, who, 
knowing little and caring less about such trifles as professional ethics, 
and also knowing that it is customary for accountants to bid against each 
other, is prompted by his commercial instincts to get his work done at 
the lowest possible price. 

The usual procedure is something like this: The client A calls in 
accountant B, explains, if he can, what he wants, and asks B to make him 
a lump sum price for the job. B then spends considerable time in making 
a more or less careful survey of the work to be done, estimating (or 
guessing) the worth thereof, and framing a quotation, which he then 
submits to A. He will then probably learn that A is consulting account- 
ant C, who then goes through the same process as B. The same thing 
may be repeated several times, until A has a choice selection of bids 
before him. Perhaps A has been favorably impressed by B, whose bid, 
however, may not be the lowest. He then generously informs B that if 
he will meet the low figure he can have the business. As a result, B 
takes the work at a cut rate, and makes no profit, while his competitors 


: have in the aggregate lost much valuable time. Or, the client may arrive 


at the conclusion that all the bids are too high, and decide not to have 
the work done at all. 

If an accountant is asked to make a quotation when business happens 
to be a little dull and he has not much work in prospect, the temptation 
to make an attractive bid in order to keep himself and his staff occupied 
is very great. He wants to keep his organization together, and feels that 
he had better be doing work at cost, or even a little less, rather than have 
his assistants twiddling their thumbs in the office. And even when busi- 
ness is good he wants to get more, and he would rather get the work 
than see it and the possible future connections go to his rivals. 

The effect of the above described methods of obtaining business is 
bound to be bad, both for the practitioner and the client. They are 
humiliating ; they tend to commercialize the profession; and they can not 
be long pursued by the accountant without loss of self respect, nor with- 
out injury to the dignity and standing of the profession at large. If 
accountants are themselves willing to enter into competitive bidding for 
customers, they can not expect the public to draw any fine distinctions 
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between the man who sells brains and the man who sells bricks, beef or 
beer. 

Competitive bidding is likely to be injurious to the client. If the 
accountant finds that he will lose financially on a case by carrying out 
his original program in full, he will naturally try to find ways and means 
of cutting off corners, and the importance of some parts of the work 
which at first may have seemed necessary may diminish in proportion to 
the diminution of his expected profit, or the increase of his prospective 
loss, with the result that some essential may be overlooked, and the value 
_ of the work to the client seriously impaired or entirely nullified. This 
again may react on the accountant, because, if any shortcomings on his 
part are subsequently discovered, the client may safely be relied upon to 
show no mercy. 

Turning to the purely financial side of the case, it is respectfully sub- 
mitted that we accountants are in the accountancy profession from mer- 
cenary motives. We are not in it for recreation, nor to do work at cost, 
nor to do it at a loss. We are not animated by a burning desire to bear 
the clients’ burden, nor to wear ourselves into an early decline and fall, 
free of charge. Our work is exceedingly arduous and trying, and our 
earnings are sufficiently modest at the best, and unless we can make more 
than a salary or a living wage, we had better leave the profession and 
turn our hands to something more financially profitable if we can find 
it. We should, therefore, establish a remunerative scale of fees (which 
should be as nearly as possible uniform so far as the accountants in the 
same district are concerned), adhere to it, and take no unnecessary 
chances for the benefit of clients. It is preposterous for us to inform 
prospective clients that our daily rates are so and so, and immediately 
thereafter to proceed to quote for certain work a lump sum price which 
may give us half or quarter of those rates, and let us out at less than 
cost. 

Accountants with whom I have had the opportunity of discussing the 
matter of contract work are almost uniform in their experience that the 
net results from inclusive fees for first audits and examinations have 
been unsatisfactory. Under the most favorable circumstances, all one 
can do in estimating the time required for such work is to make a rough 
guess, and in a competitive case the whole thing resolves itself into a 
guessing competition, with this difference, that the prizewinner will prob- 
ably be the unlucky man. 

It is safe to say that the accountant who avoids contract work of the 
kind referred to above will be as well off financially when his day is done 
as his brother who cultivates it, and will be relieved of a great deal of 
unnecessary worry and anxiety. 

I hope that some of our representative accountants will contribute to 
Tue Journat their ideas on the points raised in this communication, as 
they are of considerable importance to all practitioners, both professionally 
and financially. 


Yours very truly, 
E. G. SHorrock. 
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C. P. A. Question Department. 
Conpuctrzp sy Lzo Greenviincer, M. C. S. 


Criticism and exchange of ideas will clear many a doubt and at the same time improve 
shortcomings. To solve, compare, and criticize C. P. A. problems, and thereby to aid in 
bringing about a uniform American standard for C. P. A. examinations, is the object of this 
-_ department. With the aid of suggestions and criticism from the professional brethren, it 

i can undoubtedly be achieved. Inquiries will be cheerfully answered. 
Following are selected questions from the Ohio, December, 1908, and 
from the Pennsylvania, November, 1908, C. P. A. examination papers. 


The State Board of Accountancy of Ohio. 
; Theory of Accounts. 


(Time allowance, three and one-half hours for ten questions.) 
Classify the revenue and expense accounts of public service corpora- 

tions (as enumerated below), so as to show an intelligent statement of 
the result from operations. 

(a)—Gas Company. 

(b)—Electric Light & Power Company. 
j (c)—Street Railway Company. 
(d)—Steam Railroad. 
(e)—Water Works. 
(f)—Telephone Company. 


How would you organize a set of books, 
(a)—For a partnership? 
(b)—For a corporation ? 
(c)—Explain fully the books necessary and their uses, selecting in 
each instance a business with which you are familiar. 


Describe, 
(a)—Statement of receipts and disbursements. 
(b)—A statement of revenue and expenses. 
(c)—State briefly the difference between the two statements named 


above. 


What is the meaning of, and how are the following accounts used?. 
(a)—Capital stock. 
(b)—Common stock. 
(c)—Preferred stock. 
(d)—Merchandise. 
(e)—Material and supplies. 
(f)—Store room. 
(g)—Construction. 
(h)—Plant. 
(i)—Surplus. 


60 ‘ 


C. P. A. Question Department. 


(j )—Dividends. 
(k)—Sinking funds. 
(1)—Depreciation. 
(m)—Reserve accounts. 
(n)—Reserve funds. 


(a)—Wherein do the books of a co-partnership differ from those 
of a corporation in the same line of business? 

(b)—Submit trial balance taken from the books of a co-partner- 
ship and also a similar trial balance as it would appear’ by 
the books of a corporation (assuming that in each case the 
books have been closed at the end of the fiscal period), using 


your own figures. 
Commercial Law as Affecting Accountancy. 


(Time allowance, three and one-half hours for ten questions.) 

(a)—What is a corporation? 

(b)—For what purposes may a corporation be organized in ac- 
cordance with the Ohio statutes? 

(c)—How is a corporation organized under the Ohio statutes? 

(d)—Define the difference between Common and Preferred stock. 


(a)—Define insolvency. 
(b)—Define bankruptcy. 
(c)—What is the object of bankrupt and insolvent laws? 


(a)—From what source or sources may dividends be paid by the 
directors of a corporation? 

(b)—In the calculation of the profits of a corporation for the pur- 
pose of declaration of dividends, what items (as prescribed 
by the Ohio statutes) are to be included in profits, and what 
items must be deducted before the net profits (for payment 
of dividends) may be ascertained? 

(c)—To what extent, if any, may dividends be paid in the event 
that the capital of a corporation is impaired? 


(a)—What is a mortgage? 
(b)—What may be mortgaged? 
(c)—What is a fee simple? 
(d)—What is a lien? 
State the meaning of, 
(a)—Endorsement in blank. 
(b)—Endorsement in full. 
(c)—Endorsement without recourse. 
(d)—Under what circumstances is the endorser of a promisory 
note relieved from liability. ; 
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Auditing. 
(Time allowance, four hours for ten questions.) 
(a)—What constitutes a thorough examination of a bank? 


(b)—Write a brief report stating the results of such an examina- 
tion. 


In auditing the accounts of a manufacturing company, what means 
should the auditor adopt to satisfy himself as to inventory of, 
(a)—Manufactured product? 
(b)—Merchandise in process of manufacture? 
(c)—Raw material? 
(d)—Miscellaneous supplies? 


What, in your opinion, is the proper treatment of the accounts named 
below, in arriving at the profit or loss of a business for a specific fiscal 
riod? 
“ (a)—Depreciation on plant and equipment. 
(b)—Unexpired insurance premiums. 
(c)—Bad or doubtful accounts receivable. 
(d)—Accrued interest on notes receivable. 
(e)—Accrued interest on notes payable. 
(f)—Unpaid commissions to salesmen. 


A building company, engaged in construction work, has a number of 
contracts in process of completion. In auditing the accounts of such a 
company, how would you compute the value of such unfinished contracts— 
as an asset in the balance sheet? 


How would you verify the liability of a corporation as to 
(a)—Bonds? 
(b)—Mortgage debt other than bonds? 

(c)—Capital stock? 
(Time allowance, sixteen hours for five problems). 

Smith & Jones are co-partners in a general merchandise business, their 
fiscal year ending on November 30. On January 10, 1908, they are 
requested by their bank to furnish a statement of their financial con- 
dition. 

They submit the following statement as of November 30, 1907: 


ASSETS. 
Due from customers (considered good).......... 9,000.00 


Merchandise—per inventory November 30, 1907. 12,500.00 

Store fixtures—per inventory November 30, 1907 3,000.00 

Real estate and buildings—(subject to mortgage 
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LIABILITIES. 
Accounts payable................ $5,000.00 
— yable for Merchandise :— 
ber 15, 1907, without 


Due January 15, 1907, without 
sed 4,000.00 6,000.00 
Notes payable bank loans:— 
Due ber 10, 1907—interest 
paid to maturity............. 3,000.00 


Due January 20, 1908 (at four 
months) with interest payable 
at maturity at 6 per cent. per 


$16,000.00 
Smith—capital account......... $10,000.00 
Jones—capital account............ 6,000.00 
The firm also reports transactions during December as follows: 

Merchandise sold and charged to customers... . . . $4,000.00 
Merchandise on 30 to 60 days time....... 5,000.00 
Expenses accrued in excess of amount paid.. bane ae 500.00 
Cash received from customers..............++: 8,500.00 
Cash received for cash sales (not charged to 

Cash disbursements were for payments on: 
Bank loan due December 15................+55 3,000.00 
For additional store 500.00 
Merchandise bought for cash................- 2,500.00 
Interest on real estate mortgage for year ended 

Smith personal 200.00 
Jones personal 100.00 


Smith and Jones estimate that merchandise on hand at January, 1, 
1908, is 15 per cent. more than inventory of November 30, 1907. 

The bank requests you (as a public accountant), to prepare for them 
from the information submitted, without examination of the books, a 
statement of the financial condition of Smith & Jones at December 31, 
1907, and also requests you to state your opinion as to the advisability of 
a loan to said firm of $8,000.00. 


You are requested (as a public accountant), by the directors of the 
Velvet Mfg. Co., to examine the accounts of said company from date of 
organization (January 1, 1906, to December 31, 1907), and submit a 
report, including statements of manufacturing cost, trading accounts, 
profit and loss accounts for 1906 and 1907, and assets and liabilities at 
December 31, 1907. You are also instructed to state for information 
and guidance of the directors, what amount (if any) is available for 
payment of dividends on common stock, after providing for reasonable 
depreciation charges on invested assets and all reasonable contingencies. 

The books of the Company, after being carefully examined and 
analyzed, show the following results: 
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DEBIT BALANCES 


Real EstaTE AND BUILDINGS $50,000.00 

Real estate acquired January 1, 1906, by issue 

of 50 shares preferred and 50 shares of com- 

mon stock $10,000. 
Real estate purchased January 30, 1906. forcash, 6,000. 
Buildings—expended during 1906 20,000. 
Buildings—expended during 1907 3,000. 
Charge to this account on July 1, 1907, by credit 
¥ to Profit and Loss—to increase book value to 
$50,000 12,000. 


$51,000. 
Less depreciation on buildings—written off 
against Profit and Loss, December 31, 1906, 

5 per cent. on $20,000 $1,000. 


INVESTMENT ACCOUNT $2,500.00 
Bought 50 shares of stock ($100.00 each) of The 
Green Merchandise Co., June 15, 1906, at 120... 6,000.00 
Less 20 shares of same sold December 30, 1906, 
at 125 $2,500.00 
and ro shares of same sold September 
I, 1907, at 100 1,000.00 


MACHINERY AND EQUIPMENT $40,000.00 
Original cost, January, 1906 
Additions during 1906 
Additions during 1907 


$42,000. 
2,000. 


Inventories taken at end of each year, on basis 
of depreciation values, show values at Decem- 
ber 31, 1906 $31,800.00 
and at December 31, 1907 


Due FROM CUSTOMERS 55,000.00 
Accounts originating during 1906 
considered good / $12,500.00 
considered doubtful 3,000.00 
considered worthless 1,500.00 $17,000. 
Accounts originating during 
considered good 28,000.00 
6,000.c0 
4,000.00 $38,000. 


Doubtful accounts for 1906 are estimated as 
worth 30 per cent., and for 1907, 50 per cent. 
of book value. 

Notes RECEIVABLE. 3,000.00 

Note of Smith & Co., dated July 1, 1906, at four 
mo. with interest at 6 per cent., estimated 
realization value 40 per cent. of face (received 
for merchandise) 

Note of Brown & Jones, dated October 1, 1907, 
at three mo. with interest at 6 per cent., con- 
sidered good, received for merchandise... ... . 
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Citizen’s Trust Co., pass book.. 
Outstanding 


Market Trust Co., per pass book... 
Outstanding checks........... oe 
Pretty CasH 


“TI. 0. U.” W. White, President 
O. U.”’ B. Black, Treasurer 


Expense slips account factory ex 
Expense slips account general office 


W. Wuite (personal account) 
B. Buacx (personal account) 
MERCHANDISE—FINISHED 
inventories 
At sales value, per list 
Less 30 per cent 


$22,000.00 


$1,200.00 


200.00 
900.00 


21,000.00 


Direct manufacturing cost for labor and material 
(exclusive of overhead factory expense) is as- 
certained to be 

MERCHANDISE—IN 
tories 

Direct manufacturing cost for labor and material 
is ascertained to be 

MERCHANDISE—Raw MATERIAL—per in- 
ventories 

Actual cost was 

Present market value is............. 

SupPLIES—per inventories 

Fuel, 160 tons at cost ($1.25 per ton) 

Factory supplies (at cost) 


UNEXPIRED INSURANCE PREMIUMS 
Orrice SuPPLIES—per inventory 


TotTatL Desit BALANCES. 


CREDIT BALANCES. 


CapitaL StocK—CoMMON 
Issued January 1, 1906, for cash 
Issued January 1, 1906, for real estate 


CaPiITaL StTOCK—PREFERRED 
Entitled to cumulative 6 per cent. dividends— 
payable semi-annually on February 1 and 
August 1 of each year—when earned. 
Issued January 1, 1906, for cash 
Issued January 1, 1906, for real estate 
Estate MortTGAGE 
Dated April 1, 1906—payable in five years, in- 
terest at 6 per cent., payable semi-annually. 
Notes PAYABLE 


15,000.00 


7,000.00 


9,000.00 
10,500.00 


45,000.00 
5,000.00 


8,000.00 


400.00 
300.00 


$215,000.00 


First National Bank, per pass 
Outstanding checks............. 1,000.00 $16,000.00 
4,000.00 
500.00 3,500.00 
3,000.00 
500.00 2,500.00 
BB 100.00 
expense..... 200.00 
Propuct—per 
30,000.00 
10,000.00 
500.00 
200.00 
300.00 
50,000.00 
20,000.00 
18,000.00 
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To First National Bank, July 31, 1907—due 
January 31, 1908, interest at 6 per cent. paid 
to maturity 2,000. 
To*First National Bank August 1, 1907—due 
February 1, 1908, interest at 6 per cent. pay- 
able at maturity 5,000. 
To Citizens’ Trust Company, October 1, 1907— 
due February 1, 1908, interest at 6 per cent. 
payable at maturity 
To J. J. Jones & Company, December 1, 1907— 
due 60 days, interest at 6 per cent. paid to 
maturity 


_Unparp LaBor $3,500.00 
Pay rolls, last half of December, 1 
Unclaimed wages, prior to Decem 


Accounts PAYABLE 
Verified and found correct. 
Accounts due within 30 days 
Accounts due within 60 days 
Accounts due within go days 
Old accounts unclaimed 


SURPLUS... aj 
miums received January, 1906, 
on 450 shares common stock sold 
at $110.00 $4,500. 
150 shares preferred stock sold at 
1.500. 
roo shares preferred stock sold at 
IIs 1,500. 
200 shares preferred stock sold at 
4,000. $11,500. 


Commission paid promoters on 
_ capital stoc 5 per cent on $100,- 


Expense in connection with issue 
of real estate mortgage 

Extra compensation paid W. 
White, President (this payment 
made and charged this account 
by instructions of Mr. White). 

December 31, 1906 

December 31, 1907 


Prorit AND Loss, 1906..... 
ProFIT AND LOSS, 1907..... 68,200.00 


TotaL CrepiT BALANCES.... $215,000.00 


PROFIT AND LOSS, AS ANALYZED, IS AS FOLLOWS: 


Analysis of 1906 1907 
Prorit AND Loss Dr. Cr. Dr. Cr, 


$38,000.00 $55,000.00 


it 
fete) 
fol) 
00 
| 
800.00 
| 1,000.00 
00 
it 5,000.00 
500.00 
2,000.00 
3,000.00 10,560.00 
$1,000.00 
pur- 
chases 
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Raw material sold..... 
Purchase discounts.... 


Factory labor, direct.... 
Factory labor, indirect. 
Fuel 

Factory expenses and 

supplies 

General office salaries... 
General office expense 
and supplies 


Salesmen, salaries and 
expenses 
Advertising 
Repairs to machinery 
and equipment 
Depreciation machin- 
ery and equipment. . 
Depreciation buildings. 
Appreciation, real es- 
tate and buildings... 
Interest paid :— 
on notes and ac- 


on mortgage debt 
six months ended 
Sept. 30, '06, $600 
six months ended 
Mar. 31, '07, $600 
six months ended 
Sept. 30, '07, $600 


Interest received :— 
on notes and ac- 


Dividends on pre- 
ferred stock 
Aug. 1,06, forsix 
months ended 
une 30, 
eb. 1, '07, for six 
months ended 
Dec. 31, 
Aug. 1, 07, for six 
months ended 
June 30,’07. 
Misc. Revenue..... 


Dec. 20, ’06, first 
half 1906 $500 
June 20, ’o7 
second half 1906 

$500 
Dec. 20, ’07, first 
half 1907 $600 


4,000. 
2,000. 
15,000. 
3,000. 
4,000. 


6,000. 
10,000. 


2,500. 


4,500. 
8,000. 


3,000. 


2,000. 
1,000. 


1,500.00 


500.00 


$1,000.00 
500.00 


120,000.00 


7,000.00 
3,000.00 
21,000.00 
4,000.00 
5,000.00 


8,000.00 
12,000.00 


3,000.00 


5,000.00 
9,000.00 


2,500.00 


1,800.00 
1,200.00 


3,000.00 


2,000.00 
1,100.00 


$8,000.00 
800.00 
160,000.00 


12,000.00 


Sales, deductions, re- 
Sales discount........ 
rote) 
00 
0° 
:: 
O° 
0° 
O° 
00 
900.00 
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Tax year ends on 
approximately 
April 1. 

Insurance prem- 
iums pai 

Corporation tax... . 
Paid May 25,’06, 
for year ending 
May 31, '07. 

Paid May 20, ’07 
for year ending 
May 31, 08. 

Cash shortage (Dec- 
ember 31, '06) 
charged off 

Dividend on com- 
mon stock 
July :, '06, 5 per 
cent. on $150,000 
Jan. 1, '07, § per 
cent. on $150,000 
July 1, ’07, 5 per 
cent on $150,000 

Inventories, Dec. 

1,06: 

inished 
product 
At sales 
value.... $20,000 


Less 25% 5,000 


Product in 
process. . 
Direct cost 
for labor 
and ma- 
terialwas 6,000 
Raw ma- 
terial... . 
Actual cost 


Fuel (at cost) 
Factory and sup- 
plies (at cost).... 
Office supplies (es- 
timated) 
Unexpired insur- 


Inventories, Dec. 
inished product 


1,600.00 
100.00 


5,000.00 


7,500.00 


15,000.00 


12,000. 


1,900.00 
100.00 


15,000.00 


15,000.00 


12,000. 


300.00 


21,000.00 


i 
| 
1 
i 
| 
Direct 
if cost for 
labor and 
material 
was..... $12,000 
7,000.00 7,000.00 
was..... I1,000 
Market 
| value 
was..... 14,000 
| 400.00 400.00 
| 500.00 500.00 
i 200.00 200.00 
ance... 300.00 | 
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At sales 

value... . $30,000 

Less..... 9,000 

Product in process.. 8,000.00 

Direct 

cost for 

labor and 

material 

$7,000 

Raw material... . 10,000.00 

Actual 

cost..... 9,000 

Present 

market 

value... .. 10,500 

Fuel at cost...... 200.00 

Factory supplies. 300.00 

Office supplies. . . 300.00 

Unexpired insur- 

$120,700.00 $159,400.00 $194,000.00 $223,500.00 
Balance....... 38,700.00 29,500.00 


It is learned that the Company has contingent liabilities on notes 
received from its customers and subsequently discounted as follows: 
Note of J. B. Jones & 

Co., dated July 15, 

1907, at 4 months, 

with interest at 6 

per cent. discounted 

August 31, 1907, 

note not yet paid... 500.00 
Notes of the Green 

Mfg. Co., dated Oct. 


I, 1907: 
one due Jan. 1,1908, 
1,000.00 
one due Feb.1,1908, 
1,500.00 
one due Mar.1,1908, 


$5,000.00 


The attorneys for The Velvet Mfg. Co. state that litigation now 
pending against the company is as follows: 

Docket No. 1—Suit of George Gray (employee), for personal injuries 
caused by bursting flywheel in October, 1907, amount claimed $10,000, 
ultimate cost of settlement estimated $1,500.00. 

Docket No. 2—Suit of James Johnson (employee), for personal in- 
juries caused by falling through open elevator shaft in July, 1906, amount 
claimed $5,000.00. Attorneys’ opinion is that company is not liable, but 
estimate cost of defense at $200.00. 

Docket No. 3—Suit of Jackson & Jackson (customers), for non-delivery 
of merchandise according to contract (January, 1907), amount claimed 
$2,000.00, but they have offered to compromise for $1,000.00. 
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Attorneys state that this company is liable for some damages, but 
are of the opinion that ultimate settlement can be made for not exceed- 
ing $800.00. 

Make necessary statements and write brief report addressed to the 
Directors of the Velvet Manufacturing Company, including in your re- 
port such recommendations or suggestions as you deem advisable. 


The State Board of Accountancy of Pennsylvania. 
General Accounting. 
State the more important points of the National Banking System relat- 
ing to the formation of banks, responsibilities of directors, and the general 
requirements as to the scope and conduct of the business. 


The Safe Trust Company has the following departments: 
Banking, 
Corporate Trust, 
Individual Trust, 
Registration and Transfer, 
Safe Deposit. 
(1) Describe the various classes of business conducted in (a) the 
Corporate Trust Department and (b) the Individual Trust Department. 
(2) Outline the accounting system you would recommend for the 
business of these two departments (assuming that the gross assets in each 
were $75,000,000 and $30,000,000 respectively), and describe the principal 
books you think should be used. 
(3) Prepare a balance sheet at September 30, 1908, for these two 
departments, showing captions, but omitting amounts. 


You are asked to audit the accounts of the Universal Fire Insurance 
Company at December 31, 1908, and furnish a certificate to be published 
in connection with the balance sheet of the company. To what matters 
more or less peculiar to a fire insurance company should your attention 
be directed, and how would you deal with each one? 


The Valley Manufacturing Company operates an extensive machine 
shop in the manufacture of sewing machines, of which they produce a 
number of types. From time to time the company through improvements 
designed in its experimental department is able to produce new types of 
sewing machines or parts thereof. In bringing out a new type it is first 
necessary to make or buy a quantity of new machine tools, such as jigs, 
dies, etc., at a cost of, say, $5,000. These new types of sewing machines 
are brought out at irregular intervals averaging perhaps eighteen months 
apart. The machine shop contains a large variety of machines ranging 
in cost from $150 each to $2,500 each. In addition to its sales of com- 
pleted machines the company sells large quantities of parts for purposes 
of repairs. 

You are retained to devise and install a system of cost accounts 
that will show as accurately as possible the cost not only of a complete 
sewing machine, but also of each one of its component parts. 
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Omitting a description of the portions of your cost system relative to 
materials and productive labor, explain how you would deal with (a) the 
problem of ascertaining the costs of individual parts, (b) the ascertain- 
ment and distribution of the general expenses of the factory, frequently 
known as the “shop burden,” and (c) the disposition to be made of the 
cost of special jigs, dies, and other machine tools, acquired for the pro- 
duction of improved types of sewing machines or parts thereof. 


By the partnership deed of a manufacturing firm consisting of four 
Members, A., B., C. and D., it was provided that in the event of the 
death of any partner before the expiration of the partnership on Decem- 
ber 31, 1909, there should be paid to the legal representatives of the 
deceased partner the amount appearing to his credit on December 31, 
next preceding the death, together with interest thereon at 5 per cent., 
per annum, to December 31 following the date of decease, and a share of 
the profits of the year of his decease corresponding to the number of days 
that he lived during it, calculated after the rate of the average of his share 
for the last three completed years. The four partners shared profits 
equally, and each took interest on his capital at 5 per cent. per annum, 
but no interest was charged on the drawings. The surviving partners 
were to share the profits equally. C. died on June 30, 1907. 

The profits of the three immediately preceding years had been re- 
spectively $70,000, $78,000 and $63,500. From the following trial balance 
of December 31, 1907, prepare Manufacturing and Profit and Loss Ac- 
counts for 1907, allowing $2,500 for depreciation of plant, and $250 for 
depreciation of office fix:ures and furniture. Also construct a balance 
sheet showing the interest of the remaining partners and treating the 
amount owing to the estate of C. as a liability of the firm. In preparing © 
this balance sheet follow the form you prefer and group the items in 
accordance with your best judgment. 


TRIAL BALANCE, DECEMBER 31, 1907. 


Capital account ) No change in - $120,000. 
Capital account ners’ capital ac- II0,000. 
Capital account counts during 100,000. 
Capital account year 1907. 90,000. 
Drawing account 
Drawing account 
Drawing account 
Drawing account 12,000.00 

Stock December 31, 1906 100,000.00 

(Note:—Stock at December 31, 1907, was $125,000.00). 

Purchases during the year $1,775,000.00 

Factory wages and salaries 250,000.00 

Discount received and allowed, balance of 20,000. 

Sales during the year ‘ 2,110,000. 

Cash in hand and at bank 29,500. 

16,000. 
15,000. 
9,000. 

Office ex 2,500. 

Sundr 414,000. 

Traveling expenses 10,000. 


oo 

ole) 
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Real 60,000.00 
Office fixtures and furniture............. 2,500.00 
$50,000.00 
Sundry creditors on open accounts....... 150,000.00 


$2,750,000.00 $2,750,000.00 


A book publishing company has brought out its first book. Plates 
capable of 100,000 impressions costing $20,000; composition, proofreading, 
etc., cost $6,000; the author is to receive a royalty of 25 cents per volume 
on the books sold. As a first edition, 20,000 books are printed at a labor 
cost of $2,000 and a further charge of $1,500 to cover the proportion of 
general expenses. At the end of the year 10,000 copies had been sold 
for $20,000 and the demand for the book had almost ceased. How 
would you prepare the account under the following conditions? 

(1) If it were ascertained that the demand for the book had prac- 


tically ceased? 
(2) If a steady demand would continue until the plates were worn 


out? 


Three railway lines, “A” Ry. Co., “B” Ry. Co., and “C” Ry. Co., all 
of the stocks of which are owned by a holding company, enter into an 
agreement of consolidation and merger under the name of the C. Ry. Co. 
New stock is issued to the holding company in exchange for the old 
stock on a basis of share for share. And it is further agreed that suffi- 
cient additional new stock shall be issued and sold at par to the holding’ 
company for the purpose of redeeming the bonds of “A” and “C” and 


‘paying the interest accrued. 


Following are balance sheets of the three companies. Accept values 
as stated and prepare a balance sheet of the consolidated company after 
all transactions incident to the merger are completed. In setting up the 
balance sheet do so with a view to the fact that none of the companies 
have made very liberal provision for the depreciation of their road and 


equipment. 
BALANCE SHEET—‘A” RAILWAY CO. 


ASSETS. 

Material and supplies.................. 5,000.00 
2,000.00 
Bills receivable owing from “‘B”’ Ry. Co.. 15,000.00 
Bills receivable owing from ‘‘C’’ Ry. Co. . 2,000.00 
Cash and bonds in hands of Trustee of 

Sinking Fund for first mortgage bonds. . 30,000.00 

$655,000.00 


| 
a 
i 
i 
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if 
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LIABILITIES. 

First mortgage bonds.................. 250,000.00 

10,000.00 

Sinking Fund—first mortgage bonds..... 30,000.00 

Accrued interest on bonds.............. 6,250.00 

Total liabilities........... $655,000.00 

BALANCE SHEET—‘B” RAILWAY CO. 
ASSETS. 

Road and $250,000.00 

Accounts receivable. 1,000.00 

Total $315,000.00 

LIABILITIES. 

Total liabilities........... $315,000.00 

BALANCE SHEET—“C” RAILWAY CO. 
ASSETS. 

Road and equipment.................. $1,500,000. 00 

Materials and supplies................. 10,000.00 

Accounts receivable. 10,000.00 


Cash and bonds in hands of Trustee of 
Sinking Fund for first mortgage bonds. . 100,000.00 


$1,635,000.00 
LIABILITIES. 
First mortgage bonds.................. 500,000.00 
Sinking Fund first mortgage bonds....... 100,000.00 
Accrued interest on bonds.............. 12,500.00 
Profit and loss......... 20,500.00 
Total liabilities........... $1,635,000.00 


You are instructed by the Receiver of an importing and trading con- 

cern to examine the accounts and report to him upon 
(a) the financial position of the concern, and 
(b) the causes that have mainly contributed to the failure. 

In your answer prepare a statement of the assets and liabilities in such 
form as you think should be used for the information of the Receiver 
and the creditors, and under (b) state the matters to which you would 
direct your attention, having in mind the nature of the business, and how 
would you proceed with your investigation? 
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Commercial Law. 

James King and Edward Morse are co-partners, trading as King & 
Morse. The partnership by the articles was to continue for five years. 
At the expiration of two years from the creation of the firm Morse died, 
leaving a will in which he appointed his friend, William Black, the exec- 
utor. Nothing was said in the articles of partnership nor in the will with 
respect to the business of the firm. What are the relative rights and 
duties of the remaining partner, King, and the executor, Black? Can 
Black as executor continue the business, and with what rights and liabili- 
ties? 


James Scott died leaving a will as follows: 
“I, James Scott, of the City of Philadelphia, do hereby make, publish 
and declare this my last will and testament. 

“I give unto my wife, Charlotte Scott, all my estate, real and personal, 
wherever and whatsoever the same may be. 
“In witness whereof I have hereunto set my hand and seal this 15th 


day of February, 1908. 


(Signed) James Scott. 
“I nominate and appoint my wife as my sole executrix.” 
Is this will valid or invalid? Give reasons for your answer. 


The Quaker Construction Company entered into a contract for the 
construction of a building for the Government. It gave bond with the 
North American Surety Company as surety for the faithful completion of 
the contract. The total contract price was $1,000,000, and the contract 
provided that payments should be made on estimates of the Government 
engineer made on the first of each month during the progress of the 
work, less 10 per cent. to be retained by the Government until the final 
completion. When the building was about two-thirds completed the Con- 

' struction Company failed, and the Surety Company took charge of the 
work and completed the building at a cost of more than $75,000 in excess 
of the balance due from the Government, aside from the retained per- 
centages. These retained percentages were claimed by the Receiver of the 

Construction Company and by the Surety Company. Which is entitled to 

the money and why? 


Edward Merritt was the owner of a business which was managed 
and carried on by his employee, William Strong, who was a man of 
great ability, and under his management the business was extremely 
profitable. Believing that he would suffer great loss upon his death and 
he would be unable to replace him, Merritt got Strong to insure his life 
in the sum of $20,000 for the benefit of Merritt. Merritt paid the pre- 
miums for a period of five years, when Strong died. Merritt then made 
claim against the insurance company for the amount of the policy,’ but 
payment was refused. Is he entitled to recover or not? Give reasons 
for your answer? 


Robert Williams was declared bankrupt, and under due proceedings 
74 


CO. P. A. Question Department. 


was granted his discharge in bankruptcy. Among his creditors at the 
time he was declared bankrupt was one James Trotter, to whom he was 
indebted in the sum of $500. About six months after his discharge they 
met upon the street and Williams then promised Trotter that he would 
pay this $500 within six months. Failing to do so Trotter brought suit. 
Can he recover? State reasons for your answer. 


COMMENTS. 


For the first time we are able to print examination papers set by the 
State Board of Ohio. As will be seen, this Board has endeavored to 
meet the cry for a longer time allowance at examinations by allowing 
three and a half hours on each paper on Theory of Accounts and Commer- 
cial Law, respectively, and four hours on the paper in Auditing, instead of 
the usual allowance of three hours. In the paper on Practical Account- 
ing the time allowance of three hours for five problems. We are not in 
a position to gauge the time allowance in the paper on Practical Account- 
ing for the reason that while the sixteen hours is no doubt liberal we do 
not know how it was apportioned. The fifth problem, for instance, the 
problem of The Velvet Manufacturing Company, would itself take one- 
half the total allowance, if not more. 

It is a little difficult to contrast and compare the Ohio papers with 
the Pennsylvania, due to the fact that in the latter case, as is already 
known to the readers of THE JouRNAL oF ACCOUNTANCY, the examination 
is divided into two parts, General Accounting and Commercial Law; 
nevertheless, some attempt at comparison may prove of interest. 

We observe, for instance, that in wording the questions the language in 
the case of the Pennsylvania papers is clearer than the language used in 
the papers of the State Board of Ohio. Thus, in the question, “What is 
the meaning of, and how should the following accounts be used,” the 
latter part of the question is likely to puzzle candidates unnecessarily. 
On the other hand, the title of the paper on Commercial Law in the 
Ohio examination rightly carries the added clause, “As Affecting Ac- 
countancy.” We are inclined to think that the Commercial Law questions 
asked of candidates for the C. P. A. degree should be only those of such 
a nature as affect accountancy. It is questionable whether questions relat- 
ing to the validity of wills pertain to an accountant’s practice. 

There is no doubt but that the paper on Practical Accounting of the 
State Board of Ohio is exhaustive. In fact it is more than exhaustive. 
Any board, however, could test a candidate’s ability by the single problem 
of the Velvet Manufacturing Company, and therefore, although not all 
of the problems in Practical Accounting are of the same nature the other 
four perhaps might have been omitted. It is a little too much to ask a can- 
didate to solve five problems of this kind, even though sixteen hours are 
allowed. However, so long as the marking is reasonable, this is not a 
point of vital importance. The questions are original in every sense. 

In the case of the Pennsylvania examination the eighteen questions 
asked under the head of General Accounting may be subdivided into ten 
ordinary questions, similar to those generally classed under Theory of 
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Accounts, and eight problems. The time allowance was three morning 
and three afternoon sessions. For the ten questions asked under Com- 
mercial Law there was allowed a morning and an afternoon session, mak- 
ing in all four examination days instead of the two or three generally given 
by other state boards. 

One important feature is to be observed, a rather encouraging feature, 
that these state boards have abandoned the customary attitude with regard 
to the time allowance. It may also be said that these examinations are 
broader than the average. They seem to have been prepared with due 
care, and are nearer the “ideal” examination paper than any of the papers 
of other boards that have recently appeared. If in addition to this the 
papers were not as highly specialized as they are in certain points, they 
would indeed be all one could desire. 


C. P. A. Bill in Minnesota. 
The Legislature of Minnesota has passed the C. P. A. Bill introduced 
by the State Society without modification or amendment. 


Professor John H. Gray, head of the Department of Economics of the 
University of Minnesota, addressed the Association of Accountants and 
Bookkeepers of Minneapolis, on the evening of April 16. His subject was 
“What the University of Minnesota is Doing for Commercial Educa- 
tion.” Professor Gray told the members of the Association that if the 
desire were sufficiently indicated he thought a course in higher accounting 
might be added to the university curriculum. 


Canada. 

The Act passed by the Legislature of the Province of Ontario recently 
to incorporate the chartered accountants of Ontario has been disallowed 
by the Government. The Ottawa (Ont.) Globe says: 

“This measure was recommended by the Minister of Justice to the 
Governor-General for approval along with all the other legislation of the 
session of 1909. This month, however, the Dominion Association of 
Chartered Accountants asked for the disallowance of the Ontario act for 
the reason that a clause in the Ontario act interfered with the Dominion 
act by giving the Ontario Association authority to refuse permission for 
the practice of the profession of accounting in Ontario to any accountant 
who is not a member of the Provincial Association. The Dominion Asso- 
ciation declared that this was an invasion of their charter rights, and the 
Minister of Justice agreed with this. Mr. Aylesworth called the attention 
of the Ontario authorities to the matter and suggested that an amendin 
act be passed by the Ontario Legislature. However, the session pass 
without the correction being made, and the Minister of Justice was com- 
pelled to take action.” 


New York. 

The New York State Society of Certified Public Accountants in its 
annual meeting, May 10, at the Waldorf-Astoria, elected these officers : 
Henry R. M. Cook, president; Edward L. Suffern and Leon O. Fisher, 
vice-presidents; Samuel D. Patterson, secretary; and William F. Weiss, 


treasurer. 
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